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Management Advisory Report: No Violations of the Fair Debt Collection 
Practices Act Resulted in Administrative or Civil Actions (Fiscal Year 2001) 

July 2001 

Reference Number: 2001-10-081 



This report has cleared the Treasury Inspector General for Tax Administration disclosure 
review process and information determined to be restricted from public release has been 

redacted from this document. 

July 24, 2001 



MEMORANDUM FOR DEPUTY COMMISSIONER CHIEF COUNSEL 

FROM: Pamela J. Gardiner Is/ Pamela J. Gardiner 

Deputy Inspector General for Audit 

SUBJECT: Final Management Advisory Report - No Violations of the Fair Debt Collection 
Practices Act Resulted in Administrative or Civil Actions (Fiscal Year 2001) 

This report presents the results of our Fiscal Year 2001 Fair Debt Collection Practices Act 
(FDCPA) review. In summary, we found no violations of the FDCPA reported by Internal 
Revenue Service (IRS) management that resulted in an administrative action against an 
employee. Additionally, there were no civil actions that resulted in the IRS paying monetary 
settlements to taxpayers because of an FDCPA violation. 

IRS management agreed with the observations in the draft report. The full text of their 
comments is included as an appendix. 

Copies of this report are also being sent to the IRS managers who are affected by the report. 
Please contact me at (202) 622-6510 if you have any questions or Maurice S. Moody, 
Assistant Inspector General for Audit (Headquarters Operations and Exempt Organizations 
Programs), at (202) 622-8500. 
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Executive Summary 

The Fair Debt Collection Practices Act (FDCPA) includes provisions that restrict various collection 
abuses and harassment in the private sector that did not apply to the United States (U.S.) Government at 
the time the FDCPA was enacted. However, the Internal Revenue Service (IRS) Restmcturing and 
Reform Act of 1998 (RRA 98) requires the IRS to comply with certain provisions of the FDCPA and to 
be at least as considerate to taxpayers as private creditors are required to be with their customers. 



Section 1 102 (d)(1)(G) of the RRA 98 requires the Treasury Inspector General for Tax Administration 
(TIGTA) to include in one of its semiannual reports to the Congress information regarding any 
administrative or civil actions related to FDCPA violations. The semiannual report must provide a 
summary of such taxpayer actions and include any judgments or awards granted. Accordingly, the 
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violations of the FDCPA by IRS employees. The TIGTA reviewed cases coded as FDCPA violations on 
IRS computer systems opened after July 22, 1998, and closed during the period April 1 through 
December 3 1,2000. 

Results 

Based on a review of information coded as potential FDCPA violations on the IRS' computer systems, 
there were no violations that resulted in the IRS taking an administrative action against an employee. In 
addition, the IRS did not have any closed civil actions involving FDCPA violations. Accordingly, the 



No Fair Debt Collection Practices Act Violations Resulted in Administrative Action 

To determine if any FDCPA violations resulted in an administrative action, the TIGTA reviewed cases 
coded as FDCPA violations on the Automated Labor and Employee Relations Tracking System. Review 
of all 28 cases coded as FDCPA during the audit period did not identify any FDCPA violations that 
resulted in an administrative action being taken against an IRS employee. These 28 cases were either 
miscoded as FDCPA violations (19) or closed without administrative action (9). 

No Civil Actions Coded as Fair Debt Collection Practices Act Violations Were Closed 
During Our Audit Period 

Civil actions filed by taxpayers against the IRS are input to the Counsel Automated System Environment 
(CASE) for tracking. During the audit period, the CASE did not contain any closed civil actions coded 
as FDCPA. As a result, the IRS did not pay any money to taxpayers for civil actions resulting from 
FDCPA violations during the period of this review. 

Case information from the Department of Justice's (DOJ) Tax Division was obtained to better ensure 
civil actions involving FDCPA violations were captured on the CASE. Because the DOJ does not track 
FDCPA violations separately, the TIGTA reviewed the cases filed under Civil Damages for Certain 
Unauthorized Collection Actions, which allows taxpayers to sue the IRS for violations of the Internal 
Revenue Code related to collection actions. Seven cases were opened on or after July 22, 1998, and 
closed during the period April 1 through December 31, 2000. None of the seven cases involved FDCPA 
violations. 

Management's Response : IRS management agreed with the observations in the draft report. 
Management's complete response to the draft report is included as Appendix IV. 

Objective and Scope 
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The objective of this review was to obtain information on Internal Revenue Service (TRS) administrative 

and civil actions resulting from violations of the Fair Debt Collection Practices Act (FDCPA) by IRS 

employees. Fieldwork was performed in the Strategic Human Resources, Agency- Wide Shared Services, 

and Chief Counsel functions in the National Headquarters during the period February to March 2001 . 

This review was performed in accordance with the President's Council on Integrity and Efficiency's 

Quality Standards for Inspections. 

For this Fiscal Year (FY) 2001 review, closed cases from the Automated Labor and Employee Relations 
Tracking System (ALERTS) and the Counsel Automated System Environment (CASE) were analyzed 
to identify violations of the FDCPA. However, the Treasury Inspector General for Tax Administration 
(TIGTA) cannot ensure that cases recorded on the ALERTS encompass all potential FDCPA violations. 
As stated in a FY 2000 report on the FDCPA, data captured on the ALERTS related to potential FDCPA 
violations may not be complete and accurate. During this FY 2001 review, the TIGTA did not determine 
the accuracy or consistency of disciplinary actions taken against employees for potential FDCPA 
violations. 

Details of our objective, scope, and methodology are presented in Appendix I. Major contributors to this 
report are listed in Appendix II. 

Background 

Section 1 102 (d)(1)(G) of the IRS Restructuring and Reform Act of 1998 (RRA 98) requires the TIGTA 
to include in one of its semiannual reports to the Congress information regarding any administrative or 
civil actions related to FDCPA violations. The semiannual report must provide a summary of such 
taxpayer actions and include any judgments or awards granted. 

The IRS' definition of administrative action includes disciplinary actions ranging from admonishment 
through removal. Lesser actions, such as oral or written counseling, are not considered administrative 
actions. The IRS' definition of administrative actions was used when determining the number of FDCPA 
violations to be reported to the Congress. 

The FDCPA includes provisions that restrict various collection abuses and harassment in the private 
sector that did not apply to the federal government at the time the FDCPA was enacted. The RRA 98 
requires the IRS to comply with certain provisions of the FDCPA and to be at least as considerate to 
taxpayers as private creditors are required to be with their customers. Specifically, the IRS may not 
communicate with taxpayers in connection with the collection of any unpaid tax: 

• At unusual or inconvenient times. 

• If the IRS knows that the taxpayer has obtained representation from a person authorized to 
practice before the IRS, and the IRS knows or can easily obtain the representative's name and 
address. 

• At the taxpayer's place of employment, if the IRS knows or has reason to know that such 
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communication is prohibited. 

Further, the IRS may not harass, oppress, or abuse any person in connection with any tax collection 
activity or engage in any activity that would naturally lead to harassment, oppression, or abuse. Such 
conduct specifically includes (but is not limited to) the use or threat of violence or harm, use of obscene 
or profane language, causing a telephone to ring continuously with harassing intent, and the placement 
of telephone calls without meaningful disclosure of the caller's identity. 

If taxpayers believe the IRS has violated their FDCPA rights, they may file an administrative claim for 
damages with the applicable IRS executive for the location where the taxpayer resides or file for civil 
damages in a federal district court. 

Taxpayer complaints about IRS employees' conduct can be reported to several IRS functions for 
tracking on management information systems. If a taxpayer files a civil action or if IRS management 
determines that the taxpayer's FDCPA rights were potentially violated, the complaint could be referred 
and tracked on one or both of the following IRS systems: 

• Office of Workforce Relations' ALERTS, which generally tracks employee behavior that may 
warrant IRS management administrative actions. 

• Chief Counsel's CASE, which is an inventory control system that tracks items such as taxpayer 
civil actions or bankruptcies. 

The IRS implemented FDCPA codes on the ALERTS in March 1999 and on the CASE in June 1999. 

Results 



No Fair Debt Collection Practices Act Violations Resulted in Administrative Action 

IRS managers investigate a taxpayer complaint against an employee and coordinate with the local Labor 
Relations office to determine the appropriate level of disciplinary action. If the misconduct requires an 
administrative action, managers refer the complaint to the local Labor Relations office, which tracks it 
on the ALERTS. The following categories were established on the ALERTS to track potential FDCPA 

violations: 

o Contact with a taxpayer at an unusual location or time. 
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Contact with a taxpayer at his or her place of employment when prohibited. 

Conduct which is intended to harass or abuse a taxpayer. 

Use of obscene or profane language toward a taxpayer. 
o Continuous telephone calls to a taxpayer with the intent to harass, 
o Telephone calls to a taxpayer without meaningful disclosure of the employee's identity. 

To determine if any FDCPA violations resulted in an administrative action, the TIGTA reviewed cases 
from the ALERTS coded as potential FDCPA violations that were opened after July 22, 1998, and 
closed during the period April 1 through December 31, 2000. Review of all 28 cases coded as FDCPA 
violations did not identify any FDCPA violations that resulted in an administrative action being taken 
against an employee. 

Nineteen of the 28 cases reviewed from the ALERTS were incorrectly coded as FDCPA violations. The 
other nine cases were closed without administrative action. The TIGTA previously identified miscoding 
of FDCPA cases on the ALERTS and made a recommendation to address this issue in a FY 2000 report 
on the FDCPA. IRS management agreed to take corrective actions to better ensure FDCPA violations 
are properly identified and reported. 

No Civil Actions Coded as Fair Debt Collection Practices Act Violations Were Closed 
During Our Audit Period 

Civil actions filed by taxpayers against the IRS are input to the CASE database by District Counsel, who 
are responsible for coding the case with the appropriate category code. 

For cases opened after July 22, 1998, and closed during the period April 1 through December 31, 2000, 
the CASE did not include any closed civil actions coded as FDCPA. Accordingly, the IRS did not pay 
any money to taxpayers for civil actions resulting from FDCPA violations during the period of this 
review. 

Case information from the Department of Justice's (DOJ) Tax Division was obtained to better ensure 
civil actions involving FDCPA violations were captured on the CASE. Because the DOJ does not track 
FDCPA violations separately, the TIGTA reviewed the cases filed under Civil Damages for Certain 
Unauthorized Collection Actions, which allows taxpayers to sue the IRS for violations of the Internal 
Revenue Code related to collection actions. Seven cases were initiated on or after July 22, 1998, and 
closed during the period April 1 through December 31, 2000. None of the seven cases involved FDCPA 
violations. 

Management's Response : IRS management in the Office of the Chief Counsel and the Workforce 
Relations Division in Strategic Human Resources considered the report to be accurate and complete and 
were in agreement with its findings. 
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Based upon a review of information coded as potential FDCPA violations on the IRS' computer 
systems, there were no violations that resulted in the IRS taking an administrative action against an 
employee for the period April 1 through December 31, 2000. In addition, the IRS did not have any 
closed civil actions involving FDCPA violations for this period. Accordingly, the IRS did not pay any 
money to taxpayers for civil actions resulting from FDCPA violations. 

Appendix I 

Detailed Objective. Scope, and Methodology 

The objective of this review was to obtain information on Internal Revenue Service (IRS) administrative 
and civil actions resulting from violations of the Fair Debt Collection Practices Act (FDCPA) by IRS 
employees. Specifically, we: 

I. Determined the number of FDCPA violations resulting in administrative actions. 

A. Obtained a computer extract from the Automated Labor and Employee Relations Tracking 
System (ALERTS) of 28 cases that were opened after July 22, 1998, and closed during the 
period April 1 through December 31, 2000, coded as FDCPA violations. 

1. Analyzed available ALERTS information to ensure the cases were accurately 
coded as FDCPA violations. 

2. Obtained additional case file information from the local Labor Relations offices to 
determine if cases were coded accurately as FDCPA violations. 

B. Determined if any cases involving FDCPA violations resulted in an administrative action. 

1 . Reviewed the final disposition code for the cases involving FDCPA violations. 

2. Determined if any cases resulted in a niinimum disciplinary action of 
admonishment. 

3. Reviewed case file information from the local Labor Relations offices, if 
necessary, to determine if the violations occurred after July 22, 1998. 

II. Determined if there were any IRS civil actions (judgments and awards granted) resulting from 
violations of the FDCPA. 

A. Requested a computer extract from the Counsel Automated System Environment (CASE) 
for Subcategory 511 (established to track FDCPA violations) cases opened after July 22, 
1998, and closed during the period April 1 through December 31, 2000. (Note: No cases 
met our criteria for review.) 



Appendix II 
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Chief Counsel CC 
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Appendix IV 



Management's Response to the Draft Report 



The response was removed due to its size. To see the response, please go to the Adobe PDF version of 
the report on the TIGTA Public Web Page. 
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Improvements Should Be Made to Better Control and Report Internal 
Revenue Service Restructuring and Reform Act of 1998 Section 1203 

Information 

September 2001 

Reference Number: 2001-10-188 



This report has cleared the Treasury Inspector General for Tax Administration disclosure 
review process and information determined to be restricted from public release has been 

redacted from this document. 

September 26, 2001 

MEMORANDUM FOR DIRECTOR, COMMISSIONER'S 

COMPLAINT PROCESSING AND ANALYSIS GROUP 

DEPUTY INSPECTOR GENERAL FOR 
INVESTIGATIONS, 

TREASURY INSPECTOR GENERAL FOR TAX 

ADMINISTRATION 

FROM: Pamela J. Gardiner /s/ Pamela J. Gardiner 

Deputy Inspector General for Audit 

SUBJECT: Final Audit Report - Improvements Should Be Made to Better Control and Report 
Internal Revenue Service Restructuring and Reform Act of 1998 Section 1203 Information 
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at the time of our review, 
. and 

After we brought these issues to the attention of 
IRS and TIGTA Office of Investigations management, they began taking corrective actions to 
locate the 9 complaints and update the computer systems for the 22 complaints. 

based on the procedures in effect prior to 
June 2000. 

Additionally, we identified two required § 1203 items that were 
reported incorrectly in a Fiscal Year (FY) 2000 TIGTA Semiannual Report to the Congress and 
five items not required to be reported that were overstated in two FY 2000 semiannual reports. 

We recommended that IRS and TIGTA Office of Investigations management locate and 
complete necessary actions for the remaining RRA 98 § 1203 complaints that could not be 
located, correct the status for the remaining § 1203 complaints where the information was not 
current, develop a process to better control § 1203 complaints, and ensure that § 1203 
complaint information is accurately reported in the TIGTA Semiannual Report to the Congress. 

IRS and TIGTA Office of Investigations management agreed with these recommendations. 
Their comments have been incorporated into the report where appropriate, and the full text of 
their comments is included as Appendices VI and VII, respectively. 

Copies of this report are also being sent to the IRS managers who are affected by the report 
recommendations. Please contact me at (202) 622-6510 if you have questions or John R. 
Wright, Acting Assistant Inspector General for Audit (Headquarters Operations and Exempt 
Organizations Programs), at (202) 622-8500. 

Table of Contents 

Executive Summary 

Objectives and Scope 

Background 

Results 

Section 1203 Complaints Could Not Always Be Located and Management 
Information Was Not Always Current or Consistent 
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Congress Was Not Always Accurate and Did Not Represent All Complaints 

Conclusion 

Appendix I - Detailed Objectives, Scope, and Methodology 

Appendix II - Major Contributors to This Report 

Appendix III - Report Distribution List 

Appendix IV - Outcome Measures 

Appendix V - Internal Revenue Service Restructuring and Reform Act of 1998 Section 1203 
Provisions Requiring Termination of Employment 

Appendix VI - Internal Revenue Service Commissioner's Complaint Processing and Analysis 
Group's Response to the Draft Report 

Appendix VII - Treasury Inspector General for Tax Administration Office of Investigations' 
Response to the Draft Report 

Executive Summary 

The Internal Revenue Service (IRS) Restructuring and Reform Act of 1998 (RRA 98) Section (§) 1203 
provides the IRS Commissioner with the authority to terminate the employment of IRS employees for 
certain proven violations committed in connection with the performance of official duties. The IRS 
Commissioner also has the authority to determine whether mitigating factors exist that weigh against 
termination. One example of an RRA 98 § 1203 violation is the willful failure to obtain the required 
approval signatures on documents authorizing the seizure of a taxpayer's property. Employees may 
appeal the charges of § 1203 misconduct throughout the administrative process. However, once all 
appeals have been exhausted and the IRS Commissioner makes a final decision that an employee 
committed one of the § 1203 provisions, the final decision cannot be appealed and the employee is 
removed from Federal service, as required by the RRA 98. RRA 98 § 1 102(a) added Internal Revenue 
Code § 7803(d)(1)(E) (Supp. IV 1998) to require the Treasury Inspector General for Tax Administration 
(TIGTA) to annually report to the Congress any termination or mitigation under RRA 98 § 1203. 

The objectives of this audit were to determine if RRA 98 § 1203 complaints were properly controlled by 
the IRS and the TIGTA and if RRA 98 § 1203 complaint information was accurately reported in the 
TIGTA Semiannual Report to the Congress. 

http^/www.treas.gov/tigta/auditreports/2001 reports/2001 10188fr.html (3 of 24)6/2/2006 9:10:54 AM 



http://www.treas.gov/tigta/auditreports/2001 reports/200 1101 88fr.html 

Case 1 :06-cv-01 062-PLF Document 7-3 Filed 03/1 6/2007 Page 1 3 of 79 

Results 

The IRS and the TIGTA Office of Investigations can better ensure that RRA 98 § 1203 complaint 
information is properly controlled and accurately reported in the TIGTA Semiannual Report to the 
Congress. In general, complaints referred from one office to another within the TIGTA Office of 
Investigations, or from one office to another within the IRS, were accounted for and arrived at their final 
destination. However, at the time of our review, management could not locate 9 of the 173 complaints in 
our sample, and management information systems did not contain current information for 22 of the 173 
complaints in the sample. We also identified 28 allegations outside of our sample where the § 1203 
violation code had been removed from the Investigations Management Information System (IMIS) 
based on the procedures in effect prior to June 2000. This resulted in information being inconsistently 
reported in the TIGTA Semiannual Report to the Congress, Additionally, we identified two required § 
1203 items that were reported incorrectly in a Fiscal Year (FY) 2000 TIGTA Semiannual Report to the 
Congress and five items not required to be reported that were overstated in two FY 2000 semiannual 
reports. 

Section 1203 Complaints Could Not Always Be Located and Management 
Information Was Not Always Current or Consistent 

For 31 of the 173 complaints in our sample, either the complaints could not be located from information 
recorded on the computer databases (9 complaints) or the computer databases did not contain current 
information about the complaints (22 complaints). We projected our findings to the total population of 
1,213 open § 1203 complaints on the IRS and TIGTA databases as of September 30, 2000. According to 
the projection, casework may not have been completed for an estimated 38 complaints (± 1 .93 percent) 
and the computer databases may not contain current information for another 125 complaints (± 4.23 
percent). After we brought these issues to the attention of IRS and TIGTA Office of Investigations 
management, they began taking corrective actions to locate the 9 complaints and update the computer 
systems for the 22 complaints. 

Section 1203 Complaint Information Reported in the Semiannual Reports to the 
Congress Was Not Always Accurate and Did Not Represent All Complaints 

We compared § 1203 complaint information reported in the FY 2000 TIGTA Semiannual Reports to the 
Congress to § 1203 complaint documentation obtained from the IRS Commissioner's Complaint 
Processing and Analysis Group (CCPAG) and from the TIGTA Complaint Management Division. Two 
required § 1203 items were reported incorrectly in one FY 2000 Semiannual Report and five items not 
required to be reported were overstated in two FY 2000 Semiannual Reports. 

Summary of Recommendations 
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We recommena tnat IRS CCPAU ana TIGTa office of Investigations managemenr locate ana complete 
necessary actions for the remaining RRA 98 § 1203 complaints that could not be located, correct the 
computer databases for those § 1203 complaints where the information was not current, ensure 
compliance with existing procedures for processing § 1203 complaints, devise a method to ensure § 
1203 complaints can be located in the future, and ensure that § 1203 complaint information is accurately 
reported in the TIGTA Semiannual Report to the Congress. 

Management's Response : IRS CCPAG and TIGTA Office of Investigations management agreed with 
the observations and recommendations in the report. Both offices took immediate action to resolve the 
remaining complaints we could not locate and to correct the computer databases where the information 
was not current. In addition, controls will be strengthened to ensure compliance with existing procedures 
for processing § 1203 complaints and to ensure that § 1203 complaint information is accurately reported 
in the TIGTA Semiannual Report to the Congress. 

IRS and TIGTA management's complete responses to the draft report are included as Appendices VI 
and VII, respectively. 

Objectives and Scope 

The overall objectives of this audit were to determine if Internal Revenue Service (IRS) Restructuring 
and Reform Act of 1998 (RRA 98) Section (§) 1203 complaints were properly controlled by the IRS and 
the Treasury Inspector General for Tax Administration (TIGTA) and if § 1203 complaint information 
was accurately reported in the TIGTA Semiannual Report to the Congress. Audit work was performed in 
the IRS Commissioner's Complaint Processing and Analysis Group (CCPAG) and the TIGTA Office of 
Investigations' Complaint Management Division (CMD). The audit was conducted between December 
2000 and April 2001 and was performed in accordance with Government Auditing Standards. 

To accomplish the objectives, we: 

• Interviewed IRS CCPAG and TIGTA CMD personnel to determine how complaints are received, 
controlled, tracked, and eventually reported in the TIGTA Semiannual Report to the Congress. 

• Reviewed a statistically valid sample of 173 open § 1203 complaints from the IRS and the 
TIGTA Office of Investigations databases as of September 30, 2000, to determine if the 
complaints were properly controlled. 

• Reviewed documentation from the IRS CCPAG and the TIGTA CMD to determine the accuracy 
of the § 1203 complaint information reported in the TIGTA Semiannual Reports to the Congress 
for the 6-month periods ending March 31, 2000, and September 30, 2000. 

Details of the audit objectives, scope, and methodology are presented in Appendix I. Major contributors 
to this report are listed in Appendix II. 

Background 
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On July 22, 1998, the President signed the RRA 98 into law. RRA 98 § 1 102(a) added Internal Revenue 
Code (I.R.C) § 7803(d)(1)(E) (Supp. IV 1998) to require the TIGTA to annually report to the Congress 
any termination or mitigation under RRA 98 § 1203. Section 1203 provides the IRS Commissioner with 
the authority to terminate the employment of IRS employees for certain proven violations committed in 
connection with the performance of their official duties. The IRS Commissioner also has the authority to 
determine whether mitigating factors exist that weigh against termination. One example of an RRA 98 § 
1203 violation is the willful failure to obtain the required approval signatures on documents authorizing 
the seizure of a taxpayer's property. 

IRS employees and taxpayers may submit § 1203 complaints through e-mail, regular mail, telephone, or 
fax to any office within the IRS or the TIGTA Office of Investigations. Once received, § 1203 
complaints may be investigated by either the IRS or the TIGTA Office of Investigations. In most 
instances, the TIGTA is given the opportunity to review a § 1203 complaint to decide who should 
conduct the investigation. The following explains the types of § 1203 complaints investigated by the IRS 
and the TIGTA. 

Complaints that must be referred to the TIGTA 

With the exception of potential Equal Employment Opportunity-related complaints and tax-related 
issues, the following complaints are referred directly and immediately to the TIGTA Office of 
Investigations: 

• Section 1203 complaints related to all managers, Senior Executive Service, Criminal 
Investigation, or GS-15 employees. 

• Section 1203 complaints related to false statements under oath, falsification of documents, assault 
or battery, confidentiality and disclosure of return information, or threat of audit. 

Complaints that may be referred to the TIGTA 

Based on preliminary investigation by the IRS, complaints related to the remaining § 1203 provisions 
may be referred to the TIGTA Office of Investigations, as follows: 

• Section 1203 complaints related to seizures, constitutional rights, or harassment/retaliation, if IRS 
management determines that a potential § 1203 violation exists and threshold criteria have been 
met. 

• Section 1203 complaints related to discrimination (civil rights), if IRS management determines 
that a potential § 1203 violation exists and specific criteria have been met. 

• Section 1203 complaints related to late filing or the understatement of tax liability, if IRS 
management determines that a potential § 1203 violation exists and the facts indicate a potential 
criminal violation. 
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If the TIGTA Office of Investigations declines to conduct an investigation, the complaint is referred to 

the IRS through the CCPAG. The IRS Commissioner established the CCPAG to enhance the IRS 1 

responsiveness to employee and taxpayer complaints. In October 1999, the CCPAG began receiving and 

controlling all § 1203 complaints referred from the TIGTA to the IRS. 

Evaluation of § 1203 Complaints 

Once the facts are established through an inquiry or investigation, IRS managers, with the assistance of 
local labor relations specialists and the staff of the Centralized Adjudication Unit (CAU), evaluate the 
information to determine if a § 1203 violation has occurred. If there is sufficient evidence to support that 
a § 1203 violation occurred, the employee is given a letter advising that the IRS proposes to remove him 
or her from Federal service. The employee has a right to respond to this letter orally or in writing. After 
the employee responds to the letter, a deciding IRS management official determines if the evidence 
supports the § 1203 violation charge. This factual determination may be reviewed through arbitration or 
the employee may appeal the charge of § 1203 misconduct to the Merit Systems Protection Board. If the 
employee's appeal is not successful and the § 1203 violation remains supported, the case is forwarded to 
the Commissioner's § 1203 Review Board for evaluation. 

The Commissioner's § 1203 Review Board evaluates all cases where there is enough evidence to 
support the § 1203 violation charge and recommends a disciplinary action (either termination or 
mitigation) for each case. The Review Board only forwards a § 1203 case to the IRS Commissioner if it 
determines that the Commissioner should consider mitigation. If the Review Board determines that the 
Commissioner should not consider mitigation, the case is returned to the deciding IRS management 
official and the employee is removed from Federal service under the authority of the Commissioner, as 
required by the RRA 98. 

Employees have the same rights to appeal a removal action as they did before the enactment of the RRA 
98 and may appeal the charges of § 1203 misconduct throughout the administrative process. However, 
once the IRS Commissioner makes a final judicial or administrative determination that an employee 
committed one of the § 1203 provisions, the final decision cannot be appealed and the employee is 
removed from Federal service, as required by the RRA 98. 

During the time period covered by our review, the TIGTA Office of Investigations used the 
Investigations Management Information System (IMIS) to control and track § 1203 complaints. If a 
complaint involves allegations against more than one IRS employee, the TIGTA tracks each employee 
as a separate allegation. The IRS uses two computer systems, the Automated Labor and Employee 
Relations Tracking System (ALERTS) and the Executive Correspondence Management System 
(ECMS), to control and track § 1203 complaints. 

When the RRA 98 became law on July 22, 1998, the IRS and the TIGTA Office of Investigations began 
developing procedures for the processing of § 1203 complaints. As with any new process, many 
procedures changed during the beginning stages as each organization determined the best way to jointly 
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evolved as both the IRS and the TIGTA gained experience in implementing the law. 

Results 

The IRS and the TIGTA Office of Investigations can better ensure that RRA 98 § 1203 complaint 
information is properly controlled and accurately reported in the TIGTA Semiannual Report to the 
Congress. In general, complaints referred from one office to another within the TIGTA Office of 
Investigations, or from one office to another within the IRS, were accounted for and arrived at their final 
destination. 

However, at the time of our review, management could not locate 9 of the 173 complaints in our sample, 
and management information systems did not contain current information for 22 of the 173 complaints 
in the sample. After we brought these issues to the attention of IRS and TIGTA Office of Investigations 
management, they began taking corrective actions to locate the 9 complaints and update the computer 
systems for the 22 complaints. We also identified 28 allegations outside of our sample where the § 1203 
violation code had been removed from the IMIS based on the procedures in effect prior to June 2000. 
This resulted in information being inconsistently reported in the TIGTA Semiannual Report to the 
Congress. 

Additionally, we identified two required § 1203 items that were reported incorrectly in a Fiscal Year 
(FY) 2000 TIGTA Semiannual Report to the Congress and five items not required to be reported that 
were overstated in two FY 2000 semiannual reports. 

Section 1203 Complaints Could Not Always Be Located and Management Information 
Was Not Always Current or Consistent 

For 31 of the 173 complaints in our sample, either the complaints could not be located from information 
recorded on the computer databases (9 complaints) or the computer databases did not contain current 
information about the complaints (22 complaints). We projected our findings to the total population of 
1,213 open § 1203 complaints on the IRS and the TIGTA databases as of September 30, 2000. 
According to the projection, casework may not have been completed for an estimated 38 complaints (± 
1.93 percent) and the computer databases may not contain current information for another 125 
complaints (± 4.23 percent). 

In addition to reviewing the sample of complaints, we analyzed the IMIS and identified 28 allegations 
where the § 1203 violation code had been removed from the system, which resulted in information being 
inconsistently reported in the TIGTA Semiannual Report to the Congress. 

Transfers were not properly controlled for nine complaints 
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(5 percent) reviewed. 

As a result, we could not determine if 
the IRS had completed its investigation for these complaints. 



The two remaining complaints that could not be located were transferred from the CAU to a field Labor 
Relations office. However, the field Labor Relations offices had no record of receiving the complaints. 

Transmittal forms are generally used to help ensure that management maintains control of the 
documents as they are transferred from one office to another. Use of a transmittal form generally 
requires the receiving official to acknowledge receipt of the document by sending a signed copy of the 
form back to the originator. The TIGTA Office of Investigations requires the use of Form 2070 as a 
transmittal form when transferring complaints. 

IRS management does not require the use of a document transmittal when transferring complaints within 
the IRS. Instead, a cover letter is attached to the complaint and the computer database is updated to show 
the complaint was transferred. However, with this method of transfer, there is no follow-up to ensure the 
employee receives the complaint. 

One complicating factor that increases the difficulty of tracking complaints as they are transferred 
between the IRS and the TIGTA Office of Investigations is the lack of a uniform complaint numbering 
system to identify complaints in both offices that are recorded on different computer systems. Because 
the IRS and the TIGTA computer systems were not designed to be integrated with each other, each uses 
a different numbering system to identify complaints. Without a common field to link the computer 
systems, complaints that are transferred between the IRS and the TIGTA Office of Investigations cannot 
be systemically tracked between the two organizations. 

If § 1203 complaints are not properly controlled, the administrative action required by law may not be 
taken by the IRS Commissioner. Uncontrolled complaints could also result in § 1203 information being 
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completed on complaints, employees may not have the opportunity to be proven innocent. 

Computer information was not current for 22 complaints 

Information contained on the IRS and the TIGTA computer systems was not current for 22 of the 173 
complaints (13 percent) in our sample at the time of our review. Generally, for these 22 complaints, the 
IMIS, the ALERTS, or the ECMS databases either had not been updated to show the most current work 
on the case or the information had been entered incorrectly. For example, the IMIS database indicated 
that ten complaints had been referred to the IRS for action, although the IRS had completed action on 
the complaints and closed them on its databases. For two other complaints, the IMIS database showed 
the complaints had been sent to the CMD when they had actually been referred to the IRS for action. 

The IRS and the TIGTA Office of Investigations rely on accurate management information to document 
the location of complaints and to report § 1203 information. Complaints are entered onto computer 
inventory systems when received, and IRS and TIGTA employees are responsible for updating their 
respective computer systems whenever complaints are referred from one office to another or when the 
status of a complaint changes. If information is not updated when the status of a complaint changes (i.e., 
open, closed, referred), the accuracy of the TIGTA Semiannual Report to the Congress could be affected. 

Computer information was not consistent for 28 allegations 

The general § 1203 information reported in the semiannual report relies on accurate § 1203 violation 
code information. However, a comparison of the September 2000 IMIS data with the March 2000 IMIS 
data identified 28 allegations that were originally coded as § 1203 violations in March, but were no 
longer coded as § 1203 violations in September. The TIGTA enters all § 1203 allegations received into 
the IMIS; however, prior to June 2000, TIGTA employees sometimes removed the § 1203 violation 
code if the allegation did not meet specific § 1203 criteria. We could not determine when the § 1203 
violation code for the 28 allegations had been removed, prior to June 2000 or after. 

The TIGTA Office of Investigations added procedures in June 2000 to require the retention of the § 
1203 violation code on the IMIS as originally entered. For example, the TIGTA uses the § 1203 
violation code to determine the number of allegations received involving potential § 1203 violations. 
However, if the initial investigation shows the charge of § 1203 misconduct is not supported, the TIGTA 
does not remove the § 1203 violation code from the IMIS. Instead, the TIGTA continues to show the 
complaint as an allegation of § 1203 misconduct on the IMIS and updates the complaint record with the 
appropriate closing code to show the allegation was not supported. 

Consistent treatment of the § 1203 violation code is important because this code is used in reporting 
information in the TIGTA Semiannual Report to the Congress. Removing the § 1203 violation code 
from an allegation on the IMIS reduces the total number of allegations received involving potential 
§ 1203 violations reported in the semiannual report. As a result, information was inconsistently reported 
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in the TIGTA Semiannual Report to the Congress, 

Recommendations 

1. IRS CCPAG and TIGTA Office of Investigations management should locate and complete 
necessary actions for the remaining RRA 98 § 1203 complaints that could not be located and 
should correct the status for the remaining § 1203 complaints where the information was not 
current. 

Management's Response : CCPAG and TIGTA Investigations management have either found, or 
recreated and resolved the remaining complaints that could not be located. They have also 
updated the remaining complaints where status information was not current. 

2. IRS CCPAG and TIGTA Office of Investigations management should develop a process to better 
control § 1203 complaints. The process should include: 

• Using a transmittal form to transfer complaints between the IRS and the TIGTA. 

• Acknowledging receipt (via transmittal form) of the complaint by the receiving office (for 
complaints transferred between the IRS and the TIGTA). 

• Following up with the receiving office if receipt of the complaint is not acknowledged (for 
complaints transferred between the IRS and the TIGTA). 

• Following up with the receiving office to ensure the complaint was received (for complaints 
transferred within the IRS). 

• Updating the complaint status on all relevant computer databases when complaints are transferred 
or closed. 

• Exploring the feasibility of capturing a unique complaint number on the IRS and TIGTA 
databases. 

Management's Response : The CCPAG management processes have evolved and they now have an 
electronic system in place to control the transfer of complaints within the IRS and a manual system to 
control the transfer of complaints outside the IRS. Both systems provide a verification of receipt, a trail 
of actions, and a means to follow-up to ensure complaints are not lost. Information is exchanged with the 
TIGTA Office of Investigations to show actions taken on complaints. Also, the CCPAG decided the use 
of a common complaint number was not feasible without a common information system. 

The TIGTA Office of Investigations has a manual process in place to control the transfer of complaints. 
Special Agents in Charge (SAC) will be advised, via memorandum, of their responsibilities to verify 
receipt of any § 1203 complaints forwarded to the IRS. Also, the SACs and the CMD will be advised of 
the importance of current and accurate information on their management information systems. In 
addition, a field is available to capture an IRS complaint number, if applicable. 

1. TIGTA Office of Investigations management should develop a consistent method for identifying 
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Management's Response : Notification will be provided to TIGTA Office of Investigations personnel 
that once a § 1203 complaint is entered into the management information system, the violation code will 
only be removed if management has determined the code was placed there in error. 

Section 1203 Complaint Information Reported in the Semiannual Reports to the 
Congress Was Not Always Accurate and Did Not Represent All Complaints 

We compared § 1203 complaint information reported in the FY 2000 TIGTA Semiannual Reports to the 
Congress to § 1203 complaint documentation obtained from the IRS CCPAG and the TIGTA CMD. 
Two required items were reported incorrectly in one FY 2000 semiannual report and five items not 
required to be reported were overstated in two FY 2000 semiannual reports. 

The following chart summarizes the § 1203 information reported in the FY 2000 TIGTA Semiannual 
Reports to the Congress. The information on terminations and mitigated cases is required by the RRA 
98; the other information is not required, but represents the actions taken on the § 1203 allegations 
received by the TIGTA. 

Reported Versus Actual § 1203 Information 

Reported Actual Overstated/ 
(Understated) 

April FY 2000 Semiannual 
Report 

Information Required By RRA 
98:. 

Terminations 11 11 

Mitigated Cases 

Other General Information : 

§ 1 203 Allegations Received 369 

§ 1 203 Investigations Initiated 89 

Open § 1 203 Investigations 65 
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Closed § 1203 Investigations 


24 


22 


2 


§ 1203 Complaints Referred to 
the IRS 


213 


199 


14 


October FY 2000 Semiannual 








Report 








Information Required By RRA 
98:. 








Terminations 


15 


17 


(2) 


Mitigated Cases 


1 


2 


(D 


Other General Information: 








§ 1203 Allegations Received 


257 


251 


6 


§ 1203 Investigations Initiated 


164 


164 





Open § 1203 Investigations 


132 


132 





Closed § 1203 Investigations 


32 


32 





§ 1203 Complaints Referred to 
the IRS 


108 


108 






Source: FY 2000 TIGTA Semiannual Reports to the Congress, TIGTA's IMIS database, and 
documentation from the CCPAG. 

The numbers of § 1203 terminations and mitigated cases were not always accurately reported by 
the IRS 

We identified all § 1203 cases evaluated by the Commissioner's § 1203 Review Board during FY 2000 
and compared the final disciplinary actions recommended by the Review Board (termination or 
mitigation) with CCPAG Outreach and Policy Support information and with the ALERTS computer data 
to determine the accuracy of the number of terminations and mitigated cases reported in the FY 2000 
TIGTA Semiannual Reports to the Congress. The IRS is responsible for accurately reporting the number 
of terminations and mitigated cases to the TIGTA for inclusion in the TIGTA Semiannual Report to the 
Congress. 

Based upon incorrect information provided by the IRS, the TIGTA reported 15 terminations and 1 
mitigated case in its Semiannual Report to the Congress for the 6-month period ending September 30, 
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2000. However, there were actually 17 terminations and 2 mitigated cases recorded on the IRS computer 
systems for this period. I.R.C. § 7803(d)(1)(E) (Supp. IV 1998) requires the TIGTA to annually report to 
the Congress all terminations or mitigated cases under RRA 98 § 1203. 

The IRS tracks all personnel actions on the ALERTS; however, at the time the data was gathered for the 
semiannual report, the CCPAG Outreach and Policy Support staff did not have direct access to the 
ALERTS. Instead, the CCPAG staff relied on a "data call" to determine the total number of terminations 
and mitigated cases to report to the TIGTA Office of Investigations, but did not have access to the 
computer data to ensure that the numbers were correct and complete. In January 2001, the CCPAG 
Outreach and Policy Support function was given direct access to this computer data and became solely 
responsible for tracking the number of terminations and mitigated cases under § 1203. This should 
prevent the problem from recurring. 

General § 1203 information was not always accurately reported by the Office of Investigations 

In addition to reporting the required information on terminations and mitigated cases under § 1203 in its 
Semiannual Report to the Congress, the TIGTA Office of Investigations also includes general § 1203 
information, such as the number of § 1203 allegations received by the TIGTA and the number of § 1203 

investigations initiated. 

However, five § 1203 items not required to be reported were overstated in two FY 2000 TIGTA 
Semiannual Reports to the Congress. These overstatements could have been prevented if the § 1203 
information had been independently verified prior to issuance of the semiannual reports, in accordance 
with internal guidelines. 

For example, for the 6-month period ending 

March 30, 2000, the number of § 1203 investigations initiated was overstated by 1 1 and the number of § 
1203 complaints referred to the IRS was overstated by 14. The inaccuracies for this reporting period 
occurred because the TIGTA CMD staff who consolidated the § 1203 information did not always use 
the correct criteria in their calculations. 

For the 6-month period ending September 30, 2000, the TIGTA overstated the number of § 1203 
allegations received by six. This overstatement occurred because the CMD staff calculated the number 
of § 1203 allegations received for the entire fiscal year and then subtracted the number of § 1203 
allegations reported in the previous 6-month period. This methodology should have worked; however, 
the § 1203 violation code had been changed for several of the § 1203 allegations reported in the previous 
6-month period. 

Reported information did not include the results of all § 1203 complaints 

The type of information on § 1203 complaints presented in the TIGTA Semiannual Report to the 
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Congress complies with the RRA 98 requirements. In addition, the TIGTA Office of Investigations 
includes general § 1203 information that is not required by the law. 

We identified several other types of information that might be useful in presenting a more complete 
picture of the results of § 1203 complaints, such as the number of: 

• Employees under investigation who chose to resign or retire in lieu of termination under § 1203. 

• Employees whose removal (termination) during their probationary period was due to a § 1203 
violation. 

• Employees whose charge of § 1203 misconduct, and subsequent termination, was reversed 
through an appeal. 

• Section 1203 complaints received and investigated within the IRS that do not require TIGTA 
investigation. 

Although this information is not required, it would provide a more complete picture of actions resulting 
from § 1203 complaints. For example, from July 22, 1998, (the date the RRA 98 was enacted) through 
March 31, 2001, there were 41 terminations under § 1203. However, there were 93 additional employees 
during this same period that resigned or retired after § 1203 administrative procedures were initiated. 
The 93 resignations or retirements were not reported in any TIGTA Semiannual Report to the Congress. 

Recommendations 

4. TIGTA CMD management should ensure that the general § 1203 information is verified before it 
is included in the TIGTA Semiannual Report to the Congress. 

Management's Response : Standard criteria have been developed to extract § 1203 information. In 
addition, an independent review of the information will be conducted prior to its release. 

5. The TIGTA Office of Investigations should consider reporting in the Semiannual Report to the 
Congress the number of employees who retire or resign in lieu of termination under § 1203, the 
number of employees who are removed during their probationary period due to a § 1203 
violation, the number of employees whose charge of § 1203 misconduct (and subsequent 
termination) is reversed through an appeal, and the number of § 1203 complaints received and 
investigated within the IRS that do not require TIGTA investigation. 

Until the number of § 1203 complaints received and investigated within the IRS (not requiring TIGTA 
investigation) can be included in the semiannual report, TIGTA Office of Investigations management 
should clarify that the § 1203 numbers reported in the TIGTA Semiannual Report to the Congress do not 
depict the results of all § 1203 violations. 

Management's Response : TIGTA Office of Investigations management will consider reporting this 
information in future Semiannual Reports. 
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Conclusion 

The IRS and the TIGTA Office of Investigations can better ensure that RRA 98 § 1203 complaint 
information is properly controlled and accurately reported in the TIGTA Semiannual Report to the 
Congress. Due to the sensitivity of § 1203 complaints, improvements should be made to ensure that § 
1203 complaints are properly controlled when transferred between offices, that complaint information 
on computer databases is current, and that § 1203 information is verified before being included in the 
TIGTA Semiannual Report to the Congress. 

Appendix i 

Detailed Objectives, Scope, and Methodology 

The overall objectives of this audit were to determine if Internal Revenue Service (IRS) Restructuring 
and Reform Act of 1998 (RRA 98) Section (§) 1203 complaints were properly controlled by the IRS and 
the Treasury Inspector General for Tax Administration (TIGTA) and if RRA 98 § 1203 complaint 
information was accurately reported in the TIGTA Semiannual Report to the Congress. We performed 
the following work: 

I. Determined if § 1203 complaints were properly controlled by the IRS and the TIGTA Office of 
Investigations. 

A. Interviewed IRS Commissioner's Complaint Processing and Analysis Group (CCPAG) 
personnel to determine how complaints are received, controlled, and tracked. Performed a 
walk-through of the CCPAG and prepared a flowchart of the process. 

B. Interviewed TIGTA Complaint Management Division (CMD) personnel to determine how 
complaints are received, controlled, and tracked. Performed a walk-through of the CMD 
and prepared a flowchart of the process. 

C. Obtained an extract of the TIGTA Investigations Management Information System (IMIS) 
as of September 30, 2000, and requested all § 1203 records from the IRS' Automated 
Labor and Employee Relations Tracking System (ALERTS) and the Executive 
Correspondence Management System (ECMS) as of September 30, 2000. Identified 21 1 § 
1203 complaints on the IMIS in the status "referred to the IRS" and 36 § 1203 complaints 
on the ALERTS or the ECMS in the status "referred to the TIGTA" as of September 30, 
2000. 

D. Identified 321 open § 1203 complaints on the IMIS and 645 open § 1203 complaints on 
the ALERTS or the ECMS that were in a "non-referred" status as of September 30, 2000. 

E. Selected a statistically valid sample of 70 open § 1203 complaints from the population 
identified in Step I.C. that were referred either from the IRS to the TIGTA Office of 
Investigations (10 complaints) or from the TIGTA Office of Investigations to the IRS (60 
complaints). Located the complaints and obtained copies of the complaint history 
documentation. Based the sample selection criteria on the following criteria: 

http://www.treas.gov/tigta/auditreports/2001reports/200i 10188fr.html (16 of 24)6/2/2006 9:10:54 AM 



mQBb&ofcfehfo 


noilte(Dt*anent 7-3 


Filed 03/1 6/2007 Page 26 of 79 


Referred 




Total 


IMIS ALERTS ECMS 


Population 




247 


211 12 24 


Precision 




10% 




Error Rate 




50% 




Confidence Level 


95% 




Sample Size 




70 


60 3 7 



Our precision and error rates were larger in the referred sample than in the non-referred 
sample (Step I.F.) because, in our opinion, complaints transferred between offices had a 
higher risk of not being controlled than complaints that were not transferred. We used an 
expected error rate of 50 percent to provide the largest potential sample. We used a 1 
percent precision rate because if we found uncontrolled complaints, the precision of the 
sample would be immaterial 

Selected a statistically valid sample of 103 open § 1203 complaints from the population 
identified in Step LD. that were in a "non-referred" status on the IRS systems (69 
complaints) or the TIGTA system (34 complaints). Located the complaints and obtained 
copies of the complaint history documentation. Based the sample selection criteria on the 
following criteria: 



Non-referred 


Total 


IMIS 


ALERTS 


ECMS 


Population 


966 


321 


418 


227 


Precision 


4% 








Error Rate 


5% 








Confidence Level 


95% 








Sample Size 


103 


34 


45 


24 



II. Determined if § 1203 complaint information was accurately reported in the Fiscal Year (FY) 
2000 TIGTA Semiannual Reports to the Congress. 

A. Interviewed appropriate CCPAG and CMD personnel to determine: 

1 . The process for compiling and reporting the required information on terminations 
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or mitigated cases under § 1203. 
2. The process for compiling and reporting information regarding TIGTA § 1203 
complaint investigations. 

B. Identified all § 1203 cases reviewed by the Commissioner's 1203 Review Board for FY 
2000 and determined if the disciplinary actions (termination or mitigation) taken on these 
cases were reflected in the respective TIGTA Semiannual Report to the Congress. 

C. Determined the accuracy of the general § 1203 information reported in the FY 2000 
TIGTA Semiannual Reports to the Congress. 

D. Identified all complaints that were coded as § 1203 on the March 2000 IMIS database but 
were not coded as § 1203 on the September 2000 IMIS database. 

Appendix II 
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Maurice S. Moody, Assistant Inspector General for Audit (Headquarters Operations and Exempt 
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Nancy A. Nakamura, Director 

Gerald T. Hawkins, Audit Manager 
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Nelva U. Blassingame, Auditor 

Yolanda D. Brown, Auditor 

Andrew J. Bums, Auditor 
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Appendix IV 



Outcome Measures 



This appendix presents detailed information on the measurable impact that our recommended corrective 
actions will have on tax administration. These benefits will be incorporated into our Semiannual Report 
to the Congress. 

Type and Value of Outcome Measure: 

• Reliability of Information: 

Actual - 28 allegations for which computer information was not consistent (see page 7). 

Potential - 38 complaints (± 1.93 percent) where casework may not have been completed and 
another 125 complaints (± 4.23 percent) where the computer databases may not contain current 
information (see page 7). 
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Methodology Used to Measure the Reported Benefit: 

Actual - We compared the March 2000 Treasury Inspector General for Tax Administration (TIGTA) 
Investigations Management Information System (IMIS) to the September 2000 TIGTA IMIS and 
identified 28 allegations that were coded as Section (§) 1203 violations in March, but were no longer 
coded as § 1203 violations in September. The § 1203 violation code had been removed from the system 
for these 28 allegations. 

Potential - We obtained an extract of the TIGTA IMIS and requested all § 1203 records from the 
Internal Revenue Service's (IRS) Automated Labor and Employee Relations Tracking System and the 
Executive Correspondence Management System as of September 30, 2000. From these data extracts, we 
identified 1,213 open § 1203 complaints on the IRS and TIGTA databases as of September 30, 2000. 
We stratified the § 1203 complaint population into two sub-populations: complaints that were in a 

referred status and complaints that were not in a referred status. 

We randomly selected a statistically valid sample of 173 complaints from the 2 sub-populations. Details 
of our methodology are presented in Appendix I. The following chart summarizes the population sizes, 
sample sizes, and the numbers of exceptions (errors) found in each sample. 









Exceptions 


Sub-population 


Population 
Size 


Sample 
Size 


Complaints that 

Could Not Be 

Located 


Complaints with 
Incorrect Status 


Referred complaints 


247 


70 


8 


14 


Non-referred complaints 


966 


103 


1 


8 


Totals 


1,213 


173 


9 


22 



To proportionately weight the results from each sample, we divided each sub-population of complaints 
(referred and non-referred) by the total population of complaints, as follows. 

247 referred complaints / 1,213 total complaints = 0.2036 

966 non-referred complaints / 1,213 total complaints = 0.7964 

For each exception category (complaints that could not be located and complaints with incorrect status), 
we calculated the estimated percent of error in the total population, as follows: 
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Complaints that could not be located 

• Calculated the error rate within each sub-population by dividing the number of complaints that 
could not be located in each sample by the total number of complaints in that sample. 

8 complaints could not be located / 70 referred complaints sampled = 0.1 143 

1 complaint could not be located / 103 non-referred complaints sampled = 0.0097 

• Multiplied the error rate from each sub-population by its weighted proportion to the total 
population and added the results. 

(0.2036 * 0.1 143) + (0.7964 * 0.0097) = 0.0310034726 

0.0310034726 = 3.1 percent error in total population 

• Multiplied the total population by the percent of error. 
1,213 * 3.1 percent = 38 complaints that could not be located. 
Lower and Upper Limits 

• Calculated the lower limit of the error rate. 
0.0310034726-NORMSim^(0.975)*SQRT((l/1213) A 2*(247 A 2*((247-70V 
((8/70)*(62/70)/69)+966 = 0.01 17004877 

• Calculated the upper limit of the error rate. 
0.0310034726+NORMSINV(0.975)*SQRT((l/1213) A 2*(247 A 2*((247-70)/247)* 
((8/70)*(62/70)/69)+966^ 

• Calculated the difference between the error rate in the total population and the lower and upper 
limits of error. 

Lower limit: 0.01 17004877 - 0.0310034726 = -0.0193029848 (negative 1.93 percent) 

Upper limit: 0.0503064574 - 0.0310034726 - 0.0193029848 (positive 1.93 percent) 
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Complaints with incorrect status 

• Calculated the error rate within each sub-population by dividing the number of instances where 
the computer databases did not contain current information in each sample by the total number of 
complaints in that sample. 

14 complaints with incorrect status / 70 referred complaints sampled - 0,2000 

8 complaints with incorrect status / 103 non-referred complaints sampled = 0.0777 

• Multiplied the error rate from each sub-population by its weighted proportion to the total 
population and added the results. 

(0.2036 * 0.2000) + (0,7964 * 0.0777) = 0.1025796589 

0.1025796589 = 10.26 percent error in total population 

• Multiplied the total population by the percent of error. 

1,213 * 10.26 percent = 125 complaints where the computer databases may not contain current 
information. 

Lower and Upper Limits 

• Calculated the lower limit of the error rate. 
0.1025796589-NORMSINV(0.975)*SQRT((l/1213) A 2*(247 A 2*((247-70)/247)* 
((14/70)*(56/70)/69)+966^ 

• Calculated the upper limit of the error rate. 
0.1025796589+NORMSINV(0.975)^ 
((14/70)*(56/70)/69)+966 A 2*((966-103)/966)*((8/103)*(95/103)/102)))-0 

• Calculated the difference between the error rate in the total population and the lower and upper 
limits of error. 

Lower limit: 0.0602323072 - 0.1025796589 - -0.0423473517 (negative 4.23 percent) 
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Upper limit: 0.1449270105 - 0.1025796589 = 0.0423473517 (positive 4.23 percent) 

Appendix V 

Internal Revenue Service Restructuring and Reform Act of 1998 Section 1203 Provisions Requiring 
Termination of Employment 

The Internal Revenue Service (IRS) must terminate the employment of an IRS employee (absent direct 
intervention by the IRS Commissioner) if there is a final administrative or judicial determination that, in 
the course of his or her official duties, the employee committed one of the following provisions: 

§ 1203(b)(1) Willful failure to obtain the required approval 
signatures on documents authorizing the seizure of a taxpayer's 
home, personal belongings, or business assets. 

§ 1203(b)(2) Providing false statements under oath with respect to a 
material matter involving a taxpayer or taxpayer representative. 

§ 1203(b)(3) With respect to a taxpayer, taxpayer representative, or 
other employee of the IRS, the violation of: 

A. Any right under the Constitution of the United States; or 

B. Any civil right established under: 

i. Title VI or VII of the Civil Rights Act of 1964, 

ii. Title IX of the Education Amendments of 1972, 

iii. The Age Discrimination in Employment Act of 1967, 

iv. The Age Discrimination Act of 1975, 

v. Section 501 or 504 of the Rehabilitation Act of 1973, or 

vi. Title I of the Americans with Disabilities Act of 1990. 

§ 1203(b)(4) Falsifying or destroying documents to conceal mistakes 
made by any employee with respect to a matter involving a taxpayer 
or taxpayer representative. 

§ 1203(b)(5) Assault or battery on a taxpayer, taxpayer 
representative, or other employee of the IRS, but only if there is a 
criminal conviction, or a final adverse judgment by a court in a civil 
case, with respect to the assault or battery. 

§ 1203(b)(6) Violations of the Internal Revenue Code (I.R.C.) of 
1986, Department of Treasury regulations, or policies of the IRS 
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(including the Internal Revenue Manual) for the purpose of 
retaliating against, or harassing, a taxpayer, taxpayer representative, 
or other employee of the IRS. 

§ 1203(b)(7) Willful misuse of the provisions of § 6103 of the LR.C. 
of 1986 for the purpose of concealing information from a 
Congressional inquiry. 

§ 1203(b)(8) Willful failure to file any tax return required under the I. 
R.C. of 1986 on or before the date prescribed therefore (including 
any extensions), unless such failure is due to reasonable cause and 
not to willful neglect. 

§ 1203(b)(9) Willful understatement of Federal tax liability, unless 
such understatement is due to reasonable cause and not willful 
neglect. 

§ 1203(b)(10) Threatening to audit a taxpayer for the purpose of 
extracting personal gain or benefit. 

Appendix VI 

Internal Revenue Service Commissioner's Complaint Processing & Analysis Group's 

Response to the Draft Report 

The response was removed due to its size. To see the response, please go to the Adobe PDF version of 
the report on the TIGTA Public Web Page. 

Appendix VII 

Treasury Inspector General for Tax Administration Office of Investigations' 

Response to the Draft Report 

The response was removed due to its size. To see the complete response, please go to the Adobe PDF 
version of the report on the TIGTA Public Web Page. 
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Acting Inspector General 
Treasury Inspector General for Tax Administration 



Mr. Chairman and Members of the Committees, I appreciate the opportunity to appear before you 
today to discuss the challenges and vulnerabilities the Internal Revenue Service (IRS) continues 
to face in improving the economy, efficiency, and effectiveness of tax administration. My 
comments will also address the IRS' compliance with the IRS Restructuring and Reform Act of 
1998(RRA98). 

Three years ago when the former Treasury Inspector General for Tax Administration (TIGTA) 
appeared before you and reported on the IRS' progress in implementing the RRA 98 provisions, 
the IRS was in the midst of a significant business restructuring. The IRS was reorganizing itself 
into four operating divisions to have end-to-end responsibility for defined groups of taxpayers with 
similar characteristics. Key business systems modernization initiatives were underway to redesign 
the IRS' outdated computer systems, and management was improving the organization's 
customer service operations to better serve and communicate with taxpayers. As of today, while 
the IRS has revamped some of its business processes and practices, progress has been slow in 
implementing critical improvements to IRS operations to provide world-class service to taxpayers. 

With the appointment of a new IRS Commissioner and the expected departures of key executives, 
the IRS is also encountering tremendous leadership changes. The new Commissioner is 
challenged with continuing the IRS' reinvention efforts in modernizing its computer systems, 
protecting taxpayer rights and privacy, and ensuring tax law compliance and enforcement while 
providing improved customer service. In addition to turnover in the top IRS management 
positions, there are also membership changes on the IRS Oversight Board that could impact the 
direction of ongoing IRS initiatives. 

In this environment, TIGTA continues to devote its efforts to provide useful, balanced information 
to IRS management and other decision-makers. TIGTA audit coverage focuses on the 
management and performance challenges facing the IRS. We are providing critical information on 
the IRS' operational and programmatic issues such as business systems modernization (BSM), 
tax compliance, computer and physical security, performance and financial management, 
customer service, returns processing, and the filing season. In order to safeguard the IRS' ability 
to collect revenue and combat fraud, waste, and abuse, TIGTA's investigative work is centered on: 

a£)> IRS employee integrity. 

tf-> IRS employee and infrastructure security. 

flfr> External attempts to corrupt federal tax administration. 



As a result of our audit and investigative work, I believe the following issues are the most 
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significant challenges facing the IRS. 

Information Systems Security 

After September 1 1 , 2001 , the IRS and TIGTA's Office of Investigations took significant actions to 
protect IRS employees, facilities, and computer data infrastructure from the threat of terrorism. 
The process that TIGTA established to share information with the IRS about potential terrorist 
threats was very positively evaluated in an October 2002 General Accounting Office (GAO) audit 
report entitled, IRS and Terrorist Related Information Sharing (GAO-03-50R). 

The IRS has developed adequate security policies and procedures but has not implemented them 
effectively. As a result, sensitive information remains vulnerable to attack by hackers, terrorists, 
and disgruntled employees and contractors. While recognizing that total security can never be 
achieved and that there are necessary trade-offs between security and operational needs, TIGTA 
continues to identify significant weaknesses in infrastructure and applications security. 

TIGTA attributes many of the IRS' security problems to misplaced accountability. As we reported 
last year, the IRS does not hold its business unit (functional) managers accountable for the 
security of their systems. Instead, the Office of Security Services took primary responsibility for 
this function. As a result, functional managers did not annually assess the security of their 
systems, as required by both the Office of Management and Budget Circular A-130, Management 
of Federal Information Resources, and the Federal Information Security Management Act. 
Significant effort will be required to transfer primary responsibility for systems security from the 
Office of Security to business unit managers. In addition, attention is needed to enhance the 
security awareness of IRS managers and employees, and employees with key security 
responsibilities must be better trained. 

Business Systems Modernization 

The IRS' goal of providing efficient and responsive information services to its operating divisions is 
heavily dependent on modernizing its core computer systems while maintaining the existing 
systems. Since 2001 , the BSM Program has been deploying projects and learning valuable 
lessons that should help improve future projects. Deployed projects have included an upgraded 
IRS toll-free telephone system to provide capacity to route taxpayers' calls to the appropriate 
IRS employee; an Internet application that allows taxpayers to check the status of their returns and 
refunds; and portions of an IRS-wide secure technology environment and a system designed to 
improve the availability and performance of modernized systems. The IRS also released an 
update to its Enterprise Architecture that serves as the roadmap for current and future 
modernization projects. However, the most significant and complex projects have yet to be 
delivered. 

One of these projects, the Customer Account Data Engine or CADE, will eventually replace the 
existing Master File of taxpayer accounts. The Master File is the IRS' database that stores various 
types of taxpayer account information and includes individual, business, and employee plans and 
exempt organizations data. Therefore, CADE will be the foundation for managing taxpayer 
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accounts in the IRS' modernization plan. CADE will consist of databases and related applications 
that will include processes for daily posting, settlement, refund processing, and issue detection for 
taxpayer account and return data. 

The CADE databases and related applications will also enable the implementation of other 
modernized systems that will improve customer service and compliance and allow the on-line 
posting and updating of taxpayer account and return data. The portion of the CADE related to 
individual tax accounts will be incrementally deployed in five releases, each related to a specific 
taxpayer segment, over several years. 





RELEASE ONE 


RELEASE TWO 


RELEASE THREE 


RELEASE FOUR 


RELEASE FIVE 


Tax Return Types 


1040EZ 


1040EZ 

1040A 

1040 (without Sch. 

C,E,F) 


1040EZ 

1040A 

1040 (without Sch. 

C.E.F) 


1040 with Sch. C,E ? 

F, 

111 
94X 

121 
720 


All remaining 
individual tax returns 


Filing Status 


Single 


All (Single, Married, 
Head of Household) 


All 


All 


All 


Account 
Characteristics 


Refund or even 
balance 

No open account 
Issues 


Refund or even 
balance 

No open account 
issues 


Full paid, refund or 
balance due 

No open account 
issues 


Full paid, refund or 
balance due 

No open account 
issues 


All accounts not 
included in previous 
releases 


131 
Est. Returns 


6 Million 


29 Million 


41 Million 


34 Million 


12 Million 


Est. Delivery 

As of April 2000 

As of March 2001 

As of April 2003 


January 2002 
January 2002 
August 2003 


August 2002 
January 2003 
January 2005 


July 2003 
January 2004 
TBD 


July 2004 
January 2005 
TBD 


July 2005 
January 2006 
TBD 



The IRS and its contractor (PRIME) have made progress in delivering the CADE project by 
building a substantial portion of Release I and creating a comprehensive foundation for all five 
releases. However, the contractor's development of the CADE project has experienced significant 
delays and increased costs. As shown in the previous table, the Release 1 deployment date is 
now estimated to be August 2003, which is about 20 months behind its planned delivery date. 

The IRS and PRIME contractor initially estimated that Release 1 could be delivered for 
approximately $51.9 million, an estimate that was revised 6 months later to $64.6 million. The IRS 
and PRIME contractor have agreed to cap the Release 1 development costs at $54.5 million. 
Project delays can be attributed to underestimating the complexity of this effort and difficulties in 
identifying and managing the project requirements. Specifically, these difficulties occurred in 
developing the balancing, control, and reconciliation process; comprehensive documentation for 
the CADE Computer Operations Handbook; computer system naming standards, and testing 
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activities. 

As a result of delays in deploying the CADE, approximately 35 million taxpayers did not receive 
the benefits of faster tax return processing, and thus faster refunds, during the 2002 and 2003 
Filing Seasons. In addition, the modernization projects that will provide improved customer 
service and compliance activities will be delayed because they are dependent upon CADE. Based 
on current schedules, these customer service and compliance improvement projects will not be 
deployed until at least Fiscal Year (FY) 2006 or later. Delays in these projects will have the 
following adverse effects on the IRS and taxpayers: 

qD> The time It takes the IRS to initiate a compliance contact with a taxpayer will not be reduced. 



ig£>_The IRS' ability to offer one-stop service to taxpayers by allowing Customer Service 
Representatives to identify all issues a taxpayer might have with the IRS when a contact is 
initiated will be delayed. 



ig£__The IRS' ability to answer taxpayer account-related questions with timely and complete data 
will be limited. 



Customer Service 

RRA 98 mandated that IRS be more responsive to customer needs. To refocus its emphasis on 
helping taxpayers understand and meet their tax responsibilities, the IRS revised its mission 
statement. The IRS has made some progress in enhancing its customer service activities. For 
example, taxpayers have several options from which to choose when they need assistance from 
the IRS in answering tax law questions. These options include walk-in service at nationwide 
Taxpayer Assistance Centers (TAC) and toll-free telephone assistance. 

During this calendar year, TIGTA assessed the service provided by representatives at the TACs 
and through the Toll-Free Telephone System. Overall, the IRS has made improvements in 
providing service to the taxpaying public. For example, during January through April 2003, IRS 
employees correctly answered 25 percent more questions, provided 19 percent fewer incorrect 
answers, and referred 87 percent fewer taxpayers to publications than for this same period last 
year. 

During our review of the TACs, TIGTA personnel visited 72 centers and posed 283 questions to 
IRS representatives. Results of our review are synopsized in the following chart: 





Number of 
Responses 


Percentage 
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Correct Answers 


199 


70 


Incorrect Answers 


73 


26 


No Answer Provided - 
Referred to Publication 
In Lieu of a Response 


8 


3 


Other 


3 


1 



In January 2003, TIGTA also began assessing whether IRS employees were adhering to 
operating guidelines by referring the tax law questions we asked, which were outside the scope of 
services they have been trained to answer. The auditors asked 157 "out of scope" questions and 
determined that employees did not follow referral procedures for 105 (67 percent) of these 
questions. 

The IRS' accuracy in responding to taxpayers' questions using the IRS' Toll-Free Telephone 
System was somewhat better than that at the TACs. Between January 27 and March 1 3, 2003, 
our reviewers performed on-line monitoring of 259 taxpayers calls and determined that IRS 
representatives correctly answered the taxpayers' questions in 71 percent of the cases. 

Filing Season 

The tax return filing season impacts every American taxpayer and is, therefore, always a highly 
critical program for the IRS. In addition to providing customer service to American taxpayers, the 
IRS must coordinate tax law changes, programs, activities, and resources to effectively plan and 
manage each filing season. 

Overall, the 2003 Filing Season has gone well and tax returns are being processed timely. Based 
on TIGTA's review, it appears that the IRS should complete processing of individual returns on 
schedule with all tax refunds being timely issued within the required 45 days from the filing season 
closing date of April 15. IRS data show that, as of May 9, 2003, over 52 million electronic returns 
had been received. The official projection for total electronic returns is 54.3 million. Electronic 
returns have increased by 12 percent from this time last year. In addition, over 69 million paper 
returns had been received. The official projection for total paper returns is 78 million. Paper 
returns have decreased by 8 percent from this time last year. 

Many new and significant tax law provisions affected taxpayers' Tax Year (TY) 2002 individual 
income tax returns, including two Economic Growth and Tax Relief Reconciliation Act of 2001 
provisions involving education expenses and retirement savings. These provisions included 
changes to education savings accounts, qualified tuition programs, and individual retirement 
arrangements (IRA). In addition, the Act created a new tuition and fees deduction and a new 
retirement savings contribution credit (also referred to as "saver's credit"). These changes were 
considered significant because they could affect an estimated 86.5 million taxpayers by providing 
tax benefits of up to $7.6 billion in FY 2003. Properly implementing such changes required the 
IRS to reprogram its computer systems to ensure that taxpayers received the tax benefits allowed 
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by the new provisions. 

TIGTA's analysis of IRS computer programming requests to prepare for the filing season showed 
that the requests were timely submitted and were generally accurate; however, some errors and 
omissions were identified. For example, computer programming requests to implement the new 
retirement savings contribution credit and request changes to the IRA deduction contained errors 
that could have denied credits or deductions to some taxpayers. Also, omissions in computer 
programming requests may have resulted in the loss of tax revenue by allowing certain taxpayers 
to receive larger credits or deductions than they were eligible to receive. This possibility exists for 
the new retirement savings contribution credit, the IRA deduction, and the student loan interest 
deduction. 



The IRS Restructuring and Reform Act of 1998 

Due to the comprehensive nature of this reform law, the IRS has dedicated significant attention 
and resources toward implementing the RRA 98 provisions. RRA 98 included fundamental 
changes to tax law procedures and 71 provisions that increase or further protect taxpayers' rights. 
The IRS has taken several actions to improve compliance with these provisions. For example, in 
some instances, the IRS added a higher level of managerial review, implemented new computer 
controls to prevent certain violations from occurring, and provided additional training and guidance 
to help employees and managers understand the provisions' requirements. TIGTA has reported 
that the IRS has fully implemented three taxpayer rights provisions - Mitigation of Failure to 
Deposit Penalty, Seizure of Property, and Taxpayer Advocate-Hardships. The IRS is generally 
compliant with two other provisions - Illegal Tax Protestor Designation and Collection Due 
Process for Liens and Levies. 

RRA 98 required TIGTA to review 10 of the 71 taxpayer rights provisions, as well as 2 other 
taxpayer rights provisions in prior legislation. TIGTA is currently in the fifth review cycle assessing 
the mandatory RRA 98 provisions. TIGTA's most recent audit results on these taxpayer rights 
provisions are as follows: 

> Notice of Levy- Most levies are computer generated and subjected to systemic controls 
that effectively ensure that taxpayers are informed of their appeal rights at least 30 days prior 
to receiving a systemically generated levy. In some circumstances, however, IRS employees 
must issue manual levies. Though managers approve and review manual levies issued by 
Automated Collection System employees, manual levies issued by revenue officers are not 
required to be reviewed and approved by managers. This significantly increases the risk of 
taxpayers not having their appeal rights properly protected. 

> Restrictions on the use of enforcement statistics to evaluate employees - A review of 74 
judgmentally sampled enforcement employees' performance and related supervisory 
documentation prepared between October 1, 2001, and August 31, 2002, revealed no 
instances of the use of tax enforcement results, production quotas, or goals to evaluate 
employee performance. There was also improvement over the previous year in documenting 
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the evaluation of employees on the fair and equitable treatment of taxpayers. In addition, a 
review of 21 statistically sampled supervisors showed the IRS completed the required 
consolidated office certification memoranda on whether tax enforcement results were used in 
a prohibited manner. 

> Notice of Lien - An estimated 14,695 lien notifications, out of a population of 367,385 
lien notices prepared between August 1, 2001, and June 30, 2002, were not mailed to the 
taxpayer, the taxpayer's spouse, or to the taxpayer's business partners; or were not mailed 
to the taxpayer's or spouse's last known address. Taxpayer rights could be affected 
because the taxpayer who failed to receive a notice or who received a late notice might not 
be aware of the right to appeal or could have less than the 30-day period allowed by the law 
to request a hearing. 

> Seizures - TIGTA determined that in a statistical sample of 102 seizures from the 21 8 
seizures conducted by the IRS between October 2001 and June 2002, the IRS complied with 
legal provisions and internal procedures when seizing taxpayers' property for payment of 
delinquent taxes. 

> Illegal Tax Protestor (ITP) Designations - The IRS has not reintroduced past ITP codes 
on the Master File, and formerly coded ITP taxpayer accounts have not been reassigned to a 
similar ITP designation. In addition, the IRS does not have any current publications with ITP 
references. 

TIGTA identified 321 taxpayers that were 
potentially affected due to improper designations. We have not reported that these 
taxpayers have been harmed by the designations. Only a thorough review of each 
taxpayer's case and the treatment accorded that taxpayer would determine if these 
taxpayers have been harmed. 



yvith our determination that in order to 
comply with this provision, IRS employees should not designate taxpayers as ITPs or similar 
designations in case histories. 
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> Collection Due Process - The IRS substantially complied with the requirements of the 
law and ensured taxpayers' appeal rights were protected in 85 of 87 (98 percent) appeal 
cases reviewed. In the remaining 2 cases, TIGTA did not conclude that the noncompliance 
resulted in a legal violation of the taxpayer's Collection Due Process (CDP) rights since 
collection actions were not initiated. In addition, approximately 94 percent of the CDP 
determination letters provided to taxpayers (82 of 87 letters) followed the established IRS 
guidelines. This was a noticeable improvement over prior audit results when approximately 
14 percent of the determination letters were determined deficient. 



Tax Compliance Efforts 

The IRS' goal of providing world-class service to taxpayers hinges on the theory that, if the IRS 
provides the right mix of education, support, and up-front problem solving to taxpayers, the overall 
rate of voluntary compliance with the tax laws will increase. The compliance program (examining 
tax returns and collecting tax liabilities) would then address those taxpayers who purposefully did 
not comply. The challenge to IRS management is to establish a tax compliance program that 
identifies those citizens who do not meet their tax obligations, either by not paying the correct 
amount of tax or not filing proper tax returns. 

Enforcement actions against individuals and businesses that purposefully conceal tax liabilities or 
even refuse to submit tax returns have fallen dramatically, despite concerns that tax cheating 



http://www.treas.gov/tigta/congress/congress_05202003.hlm (9 of 12)6/2/2006 9:09: 14 AM 



Testimonyos^a-^se 1 ;06- C v-01 062-PLF Document 7-3 Filed 03/1 6/2007 Page 43 of 79 

remains at high levels. The following chart exhibits the fact that, since FY 1996, the level of IRS 
enforcement activities has significantly declined. 



Enforcement Action 


Overall Decline 
FY 1996 -FY 2002 


Face-to-Face Audits 


70% 


Correspondence Audits 


56% 


Liens 


34% 


Levies 


79% 


Seizures 


97% 



The overall decline in enforcement actions has been primarily attributed to a long-term reduction in 
enforcement staffing, to redirection of resources to customer service functions during the filing 
season, a decline in direct 

examination time, and to IRS employees' concerns over the mandatory termination provision in 
Section 1203 of RRA 98. 

IRS management and many stakeholders have been concerned about the decline in enforcement 
activities. However, the 

Therefore, it currently has no reliable method to measure voluntary compliance 
or the effect that increased customer service and diversion of compliance resources are having on 
voluntary compliance. TIGTA believes that the ongoing National Research Program is a much- 
needed first step for providing the information necessary to gauge compliance levels and direct 
IRS compliance resources towards areas where attention is most needed. 

While the decline in enforcement actions since FY 1996 has been dramatic, there are recent 
indications that the decline in some categories of enforcement actions and results has stabilized 
and, in some cases, shown improvement. For example, the IRS' FY 2002 compliance efforts and 
results were mixed, but showed some continuing positive changes that started in FY 2001. 
Specifically, the level of compliance activities and the results obtained in many, but not all, 
Collection areas in FY 2002 showed a continuing increase. The number of examinations of tax 
returns increased in FY 2002, but the overall percentage of tax returns examined stayed about the 
same due to increases in the number of tax returns filed. The IRS is taking a number of steps to 
enhance its compliance programs, including: 

> Conducting the National Research Program, which is designed to measure the level of 
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compliance nationwide. 

> Restructuring many Collection and Examination processes. 

> Focusing on known compliance problems through programs like the Offshore Voluntary 
Compliance Initiative and the use of Private Collection Agencies. 

Section 1203 Violations 

In addition to our audit responsibilities, RRA 98 charges TIGTA with investigating Section 1203 
violations. Section 1203 identifies standards of conduct for IRS employees that are intended to 
address serious and willful acts of misconduct. Section 1203 requires the Commissioner of 
Internal Revenue to terminate the employment of any IRS employee found guilty of any 1 of 10 
specific acts or omissions. TIGTA's role in investigating these allegations of employee misconduct 
serves to protect taxpayer rights and assure integrity in IRS operations. 

The IRS monitors Section 1203 complaints in its Automated Labor and Employee Relations 
Tracking System - known by its acronym, "ALERTS." The vast majority of Section 1203 
complaints recorded in ALERTS have alleged that an IRS employee violated a provision of the 
Internal Revenue Manual or the Internal Revenue Code in order to retaliate against or harass 
another person. The second category, as measured by the number of complaints, involves the 
employee's understatement of Federal tax liabilities. 

The IRS receives and adjudicates numerous Section 1203 allegations where no independent 
TIGTA investigation is needed. When TIGTA involvement is warranted, our focus is to determine 
the facts of the situation as well as the intent of the violating employee. An employee's intent is 
an essential element that must be present for Section 1203 disciplinary action to be taken. As of 
March 31 , 2003, ALERTS indicated that 96 employees have been fired and 202 employees have 
resigned or retired as a result of TIGTA and IRS investigations. Since the inception of Section 
1203, TIGTA and the IRS have received a combined total of 5,605 Section 1203 complaints. 

TIGTA and the IRS are working together to continuously improve the process of receiving, 
investigating, and adjudicating alleged violations of Section 1203. In March 2002, a streamlined 
process was implemented which, enabled TIGTA to make an early differentiation between those 
1203 allegations that are valid and those that are not. As a result, TIGTA has been able to devote 
its resources to the investigation of bona fide 1203 allegations and other employee misconduct. 

Mr. Chairman and Members of the Committees, I appreciate the opportunity to share with you 
today the more significant challenges that confront the new Commissioner and IRS senior 
management. Although the IRS has accomplished a great deal since the passage of RRA 98, 
much more remains to be done. TIGTA will continue its efforts to provide reliable and objective 
assessments of the IRS' progress in balancing compliance and customer service, and to 
investigate employee misconduct or external threats that jeopardize the integrity, efficiency, and 
effectiveness of the nation's tax administration system. 



http://www.treas.gov/tigta/congress/congress_05202003.htm (1 1 of 12)6/2/2006 9:09:14 AM 



Testimony o 5 -2o-^ se 1 :06 . cv . 01 062 .pLF Document 7-3 Filed 03/1 6/2007 Page 45 of 79 

111 

The Form 94X family of returns is used by employers to report income and unemployment taxes withheld from employee 

wages. 

12] 

Form 720 is the Quarterly Federal Excise Tax Return. 

131 

Estimated tax returns (electronic and paper) based on 1999 statistics. 
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taxpayers were provided at least 30 days notice prior to any levy action initiated by 
the IRS. 

Appendix II 

Major Contributors to This Report 

Parker F. Pearson, Acting Assistant Inspector General for Audit (Small Business and Corporate 

Programs) 

Richard Dagliolo, Director 

Anthony J. Choma, Audit Manager 

Cynthia Dozier, Senior Auditor 

Mildred Rita Woody, Senior Auditor 

Seth Siegel, Auditor 
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Additional Efforts Are Needed to Ensure Taxpayer Rights 
Are Protected When Manual Levies Are Issued 



April 2004 
Reference NumbenA 2004-30-094 



This report has cleared the Treasury Inspector General for Tax Administration disclosure review 
process and information determined to be restricted from public release has been redacted from 

this document. 



April 29, 2004 



MEMORANDUM FOR COMMISSIONER, SMALL BUSINESS/ 
SELF-EMPLOYED DIVISION 

FROM:A AAAAAAAAAAAAAAA (for)k A A Gordon C. Milbourn III /s/ Margaret 
E. Begg 

AAAAAAAAAAAAAAAAAAAAAAAAAAA Acting Deputy Inspector 
General for Audit 

SUBJECT:A AAA Final Audit Report - Additional Efforts Are Needed to 
Ensure Taxpayer Rights Are Protected When Manual Levies Are IssuedA 
(Audit #200330031) 

This report presents the results of our review to determine whether the Internal Revenue 
Service (IRS) has complied with 26 United States Code (U.S.C.) Section (A§) 6330, 
Notice and Opportunity for Hearing Before Levy .A The IRS Restructuring and Reform 
Act of 1998 (RRA 98) requires the IRS to notify taxpayers at least 30 days before 
initiating any levy action, to give taxpayers an opportunity to formally appeal the 
proposed levy .A Specifically, we determined whether the IRS has sufficient controls in 
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place to ensure taxpayers are advised of their right to a hearing at least 30 days prior to 
levy action.A 



Prior TIGTA reports have recognized that the IRS has implemented tighter controls over 
the issuance of systemically generated levies.A This was due primarily to the 
development of systemic controls in both the Automated Collection System and 
Integrated Collection System (ICS) to prevent a levy from being generated unless there 
were at least 30 days between the date taxpayers received notice of their appeal rights 
and the date of the proposed levy.A Our testing of these controls indicated that they 
continue to function effectively. 



but did issue a 
memorandum on June 20, 2003, reminding revenue officers that proper notification must 
be given to a taxpayer before a manual levy is issued .A Our review of manual levies 
issued between July 1 and October 31, 2003, indicated that this corrective action was 
not effective.A 



\ We recommended the Commissioner, Small Business/Self- 
Employed Division, reconsider requiring managers to review all manual levies prepared 
by a revenue officer. 

to have group 
managers approve all manual levies prepared by revenue officers.A They expressed 
concern about the impact on field employees that further increasing the oversight of 
enforcement action could have.A IRS management also indicated they believe the 
errors evidence a training issue. 

To help address these concerns and reinforce the existing procedures, the IRS issued 
an ICS Alert on March 5, 2004.A This Alert reminded employees to ensure taxpayer 
rights are protected whenever a manual levy is issued. A Managements ™s complete 
response to the draft report is included as Appendix V. 

Office of Audit Comment :A We recognize the IRSa€™ caution in implementing any 
managerial action it believes may inhibit effective enforcement action by revenue officers. 
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procedures to ensure taxpayers had been advised of their right to a hearing at least 30 days 
prior to any levy action. 

A. Performed a walk-through of two Automated Collection System (ACS) Call Centers 
and four Collection Field function offices and evaluated procedures and controls over 
due process notices. 

B. Tested whether systemic controls in the ACS and the Integrated Collection System 
(ICS) were preventing levies from being issued in fewer than 30 days from the final 
notice date. 

C. Tested whether IRS employees could modify the final notice date in the ACS and 
ICS. 

D. Selected a random sample of 30 ICS levies from the population of 1 10,670 levies 
issued between July 1 and October 31, 2003, from the ICS database of open cases.A We 
analyzed Master File transcripts and the ICS record history for the sample cases selected 
and verified whether taxpayers had been advised of their right to a hearing at least 30 
days prior to any levy action-A We did not use statistical sampling because, based on 
prior yearsa€™ testing, we did not anticipate finding any errors; consequently, we 
would not need to project our results. 

E. Selected a random sample of 30 ACS levies from the population of 5 1 0,288 levies 
issued between July 1 and October 31, 2003, from the ACS database of open cases.A 
We analyzed Master File transcripts and the ACS record history for the sample cases 
selected and verified whether taxpayers had been advised of their right to a hearing at 
least 30 days prior to any levy action.A We did not use statistical sampling because, 
based on prior years&€™ testing, we did not anticipate finding any errors; consequently, 
we would not need to project our results. 

II. Determined whether manual levies issued by revenue officers complied with legal 

guidelines in 26 U.S.C. A§ 6330. 

A. Identified any references to manual levies issued between July 1 and October 3 1 , 
2003, by querying the narrative history text field of the ICS open case inventory .A We 
identified a population of 40 manual levies that were issued during our review period 
and included all of them in our review. 

1 . Requested complete case history files (history query) for all cases containing 
references to manual levies identified in step II.A. 

2. Reviewed case history documentation and identified whether a revenue officer 
had issued a manual levy. 

3. Analyzed Master File transcripts and ICS history files to determine whether 
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A However, we also recognize the importance of the RRA 98 provision requiring that 
taxpayers be properly advised of their appeal rights prior to asset seizure through levy 
action.A We hope the IRSa€™ issuance of the ICS Alert reminding revenue officers 
that all notice requirements must be satisfied before a manual levy is issued will suffice 
to ensure taxpayer rights are adequately safeguarded.A While we still believe our 
recommendation is worthwhile, we do not intend to elevate our disagreement concerning 
it to the Department of the Treasury for resolution.A We will continue to closely monitor 
this issue during future mandatory reviews of the IRSa€™ collection activities. 

Copies of this report are also being sent to IRS managers affected by the report 
recommendation.A Please contact me at (202) 622-6510 if you have questions or 
Parker Pearson, Acting Assistant Inspector General for Audit (Small Business and 
Corporate Programs), at (410) 962-9637. 
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Background 

When taxpayers refuse to pay delinquent taxes, the Internal Revenue Service (IRS) has authority 
to work directly with financial institutions and other third parties to seize taxpayersa€™ assets. 
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A This action is commonly referred to as a a€celevy.a€«A The IRS Restructuring and Reform 
Act of 1998 (RRA 98) requires the IRS to notify taxpayers at least 30 days before initiating a 
levy action, to give taxpayers an opportunity to formally appeal the proposed levy. 

The RRA 98 also requires the Treasury Inspector General for Tax Administration (TIGTA) to 
annually verify whether the IRS is complying with the new provisions.A This is the sixth year 
that the TIGTA has evaluated the controls over levies. 

Two operations within the IRS issue levies to collect delinquent taxes: 

SR» The Automated Collection System (ACS), where Customer Service Representatives 
(CSR) contact delinquent taxpayers by telephone to collect unpaid taxes and secure tax 
returns. 

9t» The Collection Field function (CFf), where revenue officers contact delinquent 
taxpayers in person as the final step in the collection process.A Field contact becomes 
necessary when the ACS does not resolve the tax matter.A Delinquent cases that are 
assigned to revenue officers in the IRS field offices are controlled and monitored with the 
Integrated Collection System (ICS). 

Both operations issue two types of levies: A systemically generated levies and manual levies. A 
Previous TIGTA reports have recognized the IRS has significantly improved controls over the 
issuance of systemically generated levies. A However, the TIGTAa€™s June 2003 report did 
identify that additional controls are needed over manual levies issued by revenue officers. 

This review was conducted at the Small Business/Self-Employed (SB/SE) Division Headquarters 
in New Carrollton, Maryland, and at Compliance Area 3 and 1 1 Offices, headquartered in 
Philadelphia, Pennsylvania, and Denver, Colorado, respectively .A We conducted the audit from 
October 2003 through February 2004 in accordance with Government Auditing Standards. 

Detailed information on our audit objective, scope, and methodology is presented in Appendix I. 
A Major contributors to the report are listed in Appendix II. 

Controls Implemented to Protect Taxpayer Rights During the Issuance of 
Systemic Levies Are Operating Effectively A 

Systemic controls in both the ACS and ICS are effective to ensure taxpayers receive timely 
notification of their appeal rights. 

ACS controls 



The first step in the collection process involves mailing taxpayers a series of notices asking for 
payment of delinquent taxes. A If taxpayers do not comply, the majority of the accounts are 
forwarded to an ACS Call Center where CSRs contact taxpayers by telephone to resolve their 
accounts. A If accounts cannot be resolved, CSRs have the authority to issue levies. 
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Virtually all levies issued by CSRs are generated through the ACSa€™ automated system.A 
This automated system contains a control, developed to comply with the RRA 98, that compares 
the date the taxpayer was notified of the pending levy with the date requested for the actual levy. 
A If there are fewer than 30 days between the dates, the system will not generate a levy .A This 
control is designed to ensure taxpayers have been notified at least 30 days prior to the levy and 
have been informed of their appeal rights for any systemically generated levy. 

We tested the effectiveness of this control by reviewing a random sample of 30 systemically 
generated levies issued by the ACS between July 1 and October 31, 2003 .A All 30 taxpayers 
were timely notified of their appeal rights. A During fieldwork, we also tested the control by 
requesting a levy on a live case for which fewer than 30 days had elapsed since the final notice 
date.A The system would not issue the levy.A Based on these results, we concluded that the 
systemic controls over levies issued in the ACS Call Centers effectively protect taxpayersa€™ 
appeal rights. 

ICS controls 

Many times, notices and telephone calls to taxpayers do not successfully resolve delinquent 
accounts, and cases have to be assigned to revenue officers in CFf offices for face-to-face contact 
with taxpayers.A Cases assigned to revenue officers are controlled on the ICS.A Revenue 
officers use the ICS to record collection activity on delinquent cases and generate certain 
enforcement actions such as levies. 

The IRS installed a control in the ICS similar to the control in the ACS that prevents a levy from 
being issued unless taxpayers have received 30 days notice and been informed of their appeal 
rights.A If fewer than 30 days have elapsed since the final notice date, the system will not 
generate a levy. 

We tested the effectiveness of this systemic control by reviewing a random sample of 30 ICS 
cases that had levies issued between July 1 and October 31, 2003 .A All 30 of the taxpayers had 
received notification of their appeal rights at least 30 days prior to the levy.A Next, we tested the 
control by attempting to generate a levy on a live case for which fewer than 30 days had elapsed 
since the final notice date.A The system would not issue the levy.A 

Finally, we tested another systemic control by attempting to alter a critical date in the ICS history 
section.A We could not alter the date to generate the levy.A Based on these results, we 
concluded that the systemic controls over levies issued by revenue officers in CFf offices 
effectively protect taxpayersa€™ appeal rights. 

While the IRS has done an effective job of implementing controls over systemic levies generated 
by the ACS and ICS, additional controls are needed over manual levies issued by revenue officers. 

Revenue Officers Are Still Issuing Some Manual Levies Without Properly Notifying 
Taxpayers of Their Appeal Rights 
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The second type of levy that both CSRs and revenue officers can issue is the manual levy. A That 
is, the levy is issued outside of the ACS and ICS automated processes and is not subject to the 
systemic controls. 

Because manual levies are issued outside of the ACS and ICS automated processes, an automated 
audit trail for these actions is not produced.A Therefore, it is impossible to reliably determine 
the exact number of manual levies that were issued by either CSRs or revenue officers during our 
review periodA IRS management did inform us that they believe manual levies are issued 
infrequently. 

Although the ACS CSRs primarily issue levies systemically, they also issue manual levies under 
certain circumstances, such as levies on Individual Retirement Accounts and jeopardy situations. 
A Manual levies require the same advance notification of the taxpayer as systemic levies except 
in cases involving jeopardy situations. A IRS procedures require that manual levies issued by 
CSRs be reviewed and approved by a manager prior to the levy being issued. A We consider this 
managerial review to be a strong control. 

Revenue officers similarly issue levies systemically, in most cases, through the ICS.A They are 
also authorized to issue a manual levy on any case as needed.A While managerial approval is 
mandatory for manual levies issued by ACS employees, no review or approval is required when 
revenue officers issue a manual levy.A 

We believe there is a high risk associated with these manual levies because the IRS has not 
implemented any controls to ensure taxpayersa€™ appeal rights are protected as required by the 
RRA 98.A Our June 2003 report discussed the fact that revenue officers sometimes issued 
manual levies to taxpayers who were not properly notified of their appeal rights. A We 
recommended the IRS require managers to review and approve all manual levies prepared by 
revenue officers in order to ensure taxpayers are properly advised of their appeal rights. A The 
IRS declined to implement this recommendation because it believed it would impede prompt 
enforcement action.A The IRS did issue a memorandum on June 20, 2003, reminding revenue 
officers that proper notification must be given to a taxpayer before a manual levy is issued. 

We analyzed the ICS case inventory assigned to revenue officers to identify any manual levies 
issued between July 1 and October 31, 2003 .A Because there is no automated audit trail 
produced for manual levies, we analyzed case history comments for any references to a manual 
levy.A Using this methodology, we identified 40 cases in which a manual levy was issued to 
seize taxpayersa€™ assets. A In 5 of the 40 cases, the revenue officer did not properly notify the 
taxpayers of their appeal rights before issuing the manual levies. A None of the five manual 
levies involved jeopardy situations. A Because of the imprecise nature of revenue officer case 
history entries, there could have been significantly more manual levies issued during our review 
period than the 40 we identified. 
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Not offering appeal rights to taxpayers prior to issuing levies is a potential Section 1203 violation 

of the RRA 98 and could result in the revenue officer being terminated for misconduct. A We 

have referred the five cases to the TIGTA Office of Investigations for further evaluation. 

Recommendation 

1. The Commissioner, SB/SE Division, should reconsider developing and implementing 
controls over manual levies issued by revenue officers working in the IRS field offices to 
ensure taxpayers are properly offered their appeal rights. A At a minimum, the Commissioner, 
SB/SE Division, should require that manual levies be reviewed and approved by a manager.A 
This would help ensure the 30»day requirement has been met before levy action. 

Managementa€™s Response :A While IRS management agreed that taxpayersa€™ rights must 
be protected, they did not agree with our recommendation to have group managers approve all 
manual levies prepared by revenue officers.A They expressed concern about the impact on field 
employees that further increasing the oversight of enforcement action could have. A IRS 
management also indicated they believe the errors evidence a training issue. 

To help address these concerns and reinforce the existing procedures, the IRS issued an ICS Alert 
on March 5, 2004.A The Alert reminded employees to ensure taxpayer rights are protected 
whenever a manual levy is issued.A It also included a reminder that the final notice issued by the 
campuses does not contain the appropriate due process notification. 

Office of Audit Comment : A We recognize the IRSa€™ caution in implementing any 
managerial action it believes may inhibit effective enforcement action by revenue officers.A 
However, we also recognize the importance of the RRA 98 provision requiring that taxpayers be 
properly advised of their appeal rights prior to asset seizure through levy action. A We hope the 
IRSa€™ issuance of the ICS Alert reminding revenue officers that all notice requirements must 
be satisfied before a manual levy is issued will suffice to ensure taxpayer rights are adequately 
safeguarded.A We will continue to closely monitor this issue during future mandatory reviews of 
the IRSa€™ collection activities. 



Appendix I 

Detailed Objective. Scope, and Methodology 

The overall objective of this review was to determine whether the Internal Revenue Service (IRS) 
has complied with 26 United States Code (U.S.C.) Section (A§) 6330, Notice and Opportunity 
for Hearing Before Levy.A To accomplish our objective, we: 

I. Determined whether the IRS was maintaining sufficient automated controls and 
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Outcome Measures 

This appendix presents detailed information on the measurable impact that our recommended 
corrective action will have on tax administration.A This benefit will be incorporated into our 
Semiannual Report to the Congress. 

Type and Value of Outcome Measure : 

9t« Taxpayer Rights and Entitlements a€" Actual; five taxpayers did not receive notice 
of their appeal rights before the Internal Revenue Service (IRS) took levy action (see page 
4). 

Methodology Used to Measure the Reported Benefit : 

We analyzed (using computerized queries) the Integrated Collection System case inventory of 
delinquent taxpayers assigned to revenue officers and identified 40 manual levies issued between 
July 1 and October 31, 2003 .A Since the IRS does not monitor or record the use of manual 
levies, we were unable to determine the total number of manual levies actually issued by revenue 
officers working in field offices. A Because the population of manual levies is unknown, the 
findings of our case review cannot be projected. 

Appendix V 
Managements™ s Response to the Draft Report 

The response was removed due to its size.A To see the response, please go to the Adobe PDF 
version of the report on the TIGTA Public Web Page. 
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TREASURY INSPECTOR GENERAL FOR TAX 
ADMINISTRA TION 



There Was One Administrative Action With 

Respect to Violations of Fair Tax Collection 

Practices in Calendar Year 2005 



April 2006 
Reference Number: 2006-10-070 



This report has cleared the Treasury Inspector General for Tax Administration (TIGTA) disclosure review 
process and information determined to be restricted from public release has been redacted from this 

document. 

Phone Number / 202-927-7037 

Email Address j BonnIe.HealoWtigta.treas.gov 

Web Site / http:llwww.tigta.gov 



April 21, 2006 



MEMORANDUM FOR CHIEF HUMAN CAPITAL OFFICER 

CHIEF COUNSEL 

FROM: Michael R. Phillips Is/ Michael R. Phillips 

Deputy Inspector General for Audit 

SUBJECT: Final Audit Report - There Was One 

Administrative Action With Respect to Violations of Fair Tax 
Collection Practices in Calendar Year 2005 (Audit # 200610018) 

This report presents the results of our review of violations of Fair Tax Collection Practices. The 
overall objective of this review was to obtain information on any Internal Revenue Service (IRS) 

hnp://www.treas.gov/tigta/auditreports/2006reports/200610070fr.html (1 of 8)6/2/2006 7:59:15 AM 
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Ul 
administrative or civil actions resulting from Fair Tax Collection Practices violations by IRS 

121 
employees. Section (§) 1 102 (d)(1)(G) of the IRS Restructuring and Reform Act of 1998 
requires the Treasury Inspector General for Tax Administration to include in one of its 
Semiannual Reports to Congress information regarding any administrative or civil actions related 
to the violations of the fair debt collection provisions of 26 U.S.C. § 6304. 

Synopsis 

Our review of 45 cases closed during the period January 1 through December 31, 2005, that were 

0] 

coded as Fair Debt Collection Practices Act (FDCPA) violations, and an additional 1 69 
employee misconduct cases that are similar in nature to FDCPA cases, identified 1 administrative 
action with respect to violations of Fair Tax Collection Practices. However, there were no civil 
actions that resulted in the IRS paying monetary settlements to taxpayers because of a Fair Tax 
Collection Practices violation. 

Response 

We made no specific recommendations as a result of the analyses performed during this audit. 
However, IRS management reviewed a draft of this report and agreed with the facts and findings 
presented. 

Copies of this report are being sent to the IRS managers affected by the report. Please contact me 
at (202) 622-6510 if you have questions or Dan Devlin, Assistant Inspector General for Audit 
(Headquarters Operations and Exempt Organizations Programs), at (202) 622-8500. 
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Background 

Section (§) 1 102 (d)(1)(G) of the Internal Revenue Service (IRS) Restructuring and Reform Act 

141 

of 1998 (RRA 98) requires the Treasury Inspector General for Tax Administration (TIGTA) to 
include in one of its Semiannual Reports to Congress information regarding any administrative or 
civil actions related to violations of the fair debt collection provisions of 26 U.S.C. § 6304, Fair 

151 

Tax Collection Practices. The IRS has traditionally referred to the 26 U.S.C. § 6304 violations 

161 

as "Fair Debt Collection Practices Act" (FDCPA) violations. The TIGTA Semiannual Report 
to Congress must provide a summary of such actions and include any judgments or awards 
granted. 

The law itself does not provide an explanation of what is meant by "administrative actions." We 
used the IRS' definition when determining the number of FDCPA violations to be reported under 
RRA 98 § 1 102 (d)(1)(G). The IRS' definition of administrative actions include disciplinary 
actions that range from admonishment to removal. Lesser actions, such as oral or written 
counseling, are not considered administrative actions. 

As originally enacted, the FDCPA included provisions that restricted various collection abuses 
and harassment in the private sector. These restrictions did not apply to Federal Government 
practices. However, Congress believed that it was appropriate to require the IRS to comply with 
applicable portions of the FDCPA and to be at least as considerate to taxpayers as private 
creditors are required to be with their customers (see Appendix IV for a detailed description of 
the FDCPA provisions). As such, RRA 98 § 3466(a) required the IRS to follow Fair Tax 
Collection Practices in line with the FDCPA. 

Taxpayer complaints about IRS employees' conduct can be reported to several IRS functions for 
tracking on its management information systems. If a taxpayer files a civil action or if IRS 
management determines that the taxpayer's rights related to Fair Tax Collection Practices were 
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potentially violated, the complaint could be referred and then tracked on one or both of the 
following IRS systems: 

• Office of Workforce Relations' Automated Labor and Employee Relations Tracking 
System (ALERTS), which generally tracks employee behavior that may warrant IRS 
management administrative actions. 

• Office of Chief Counsel's Counsel Automated System Environment (CASE), which is an 
inventory control system that tracks items such as taxpayer civil actions or bankruptcies. 

The IRS began tracking FDCPA codes on the ALERTS in March 1999 and on the CASE in 
June 1999. 

For the Calendar Year 2005 review, we analyzed closed cases from the ALERTS and the CASE 
to identify violations of Fair Tax Collection Practices. However, we could not ensure the cases 
recorded on the ALERTS and the CASE constitute all Fair Tax Collection Practices violations. 
Furthermore, the scope of our audit was not intended to determine the accuracy or consistency of 
disciplinary actions taken against employees for Fair Tax Collection Practices violations that 
were not reported to the Office of Workforce Relations. 

This review was performed at the Chief Human Capital and Chief Counsel Offices in the IRS 
National Headquarters in Washington, D.C., during the period January to March 2006. The audit 
was conducted in accordance with Government Auditing Standards. Detailed information on our 
audit objective, scope, and methodology is presented in Appendix I. Major contributors to the 
report are listed in Appendix II. 



Results of Review 

There Was One Administrative Action With Respect to Violations of 
Fair Tax Collection Practices 

There were 45 cases initially coded as FDCPA complaints closed on the ALERTS during the 

121 
period January 1 through December 31, 2005. However, only 14 of the 45 cases involved 
administrative actions being taken against employees. Of the 14 cases with administrative 
actions, none were a violation of the FDCPA; 12 cases were miscoded in the ALERTS, and the 
allegations related to the FDCPA were not substantiated for the other 2 cases. Most of the 
miscoded cases involved unprofessional conduct of employees. 

Because of the high number of miscoded cases, we also reviewed 169 additional cases involving 
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employee misconduct allegations that are similar in nature to violations of Fair Tax Collection 
Practices and identified 1 case that was an FDCPA violation. The case involved an IRS 
employee using profane language in the presence of a taxpayer or taxpayer's representative while 
in the course of performing official duties. The case should have been coded as a violation of 
Fair Tax Collection Practices instead of unprofessional conduct of an employee. The employee 
left the IRS in lieu of removal. 

Oral or written counseling is not considered an administrative action under the IRS' definition. 
Since the IRS does not routinely track all informal oral counseling or minor actions against its 
employees, it is not possible to determine how often, and for what reasons, informal oral 
counseling or other minor disciplinary actions occurred. 

No Fair Tax Collection Practices Civil Actions Resulted in Monetary 
Settlements to Taxpayers 



Appendix I 
Detailed Objective. Scope, and Methodology 

The overall objective of this audit was to obtain information on any Internal Revenue Service 

181 
(IRS) administrative or civil actions resulting from Fair Tax Collection Practices (FTCP) 
violations by IRS employees. Specifically, we: 

I. Identified the number of FTCP violations resulting in administrative actions. 

A. Obtained a computer extract from the Automated Labor and Employee 

121 
Relations Tracking System (ALERTS) of any cases opened after July 22, 1 998, 

am 

coded as Fair Debt Collection Practices Act violations (Issue Codes 141 to 147), 
and closed during the period January 1 through December 31, 2005. We analyzed the 
ALERTS extract and obtained additional case file information from the Labor 
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Relations function, if needed, to determine the type of violation. 

B. Determined if any cases involving FTCP violations resulted in administrative 
actions. 

C. Obtained a computer extract from the ALERTS of any cases opened after 
July 22, 1998, with the following Issue Codes: 

• 058 (Unprofessional Conduct - limited to only those closed with a disposition 
code of 009 or higher). 

• 1 14 (Conviction Assault/Battery - all disposition codes). 

• 119 (Threat of Audit/Personal - all disposition codes). 

• 999 (Not Otherwise Coded - limited to only those closed with a disposition 
code of 009 or higher) and closed during the period January 1 through December 
31,2005. 



II. Identified the number of FTCP violations resulting in IRS civil actions (judgments 

or awards granted) by obtaining a computer extract from the Counsel Automated System 

UU 
Environment database of any Subcategory 6304 (established to track FTCP violations) 

cases opened after July 22, 1998, and closed during the period January 1 through 

December 31, 2005. The Office of Chief Counsel identified no cases. 



Appendix II 
Major Contributors to This Report 

Daniel R. Devlin, Assistant Inspector General for Audit (Headquarters Operations and Exempt 

Organizations Programs) 

Carl L. Aley, Acting Director 

Kevin P. Riley, Audit Manager 

Tom J. Cypert, Lead Auditor 

Frank I. Maletta, Auditor 

William E. Thompson, Auditor 
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Appendix III 
Report Distribution List 

Commissioner C 

Office of the Commissioner -Attn: Chief of Chief C 

Deputy Commissioner for Operations Support OS 

Director, Workforce Relations OS:HC:R 

National Taxpayer Advocate TA 

Director, Office of Legislative Affairs CL:LA 

Director, Office of Program Evaluation and Risk Analysis RAS:0 

Office of Management Controls OS:CFO:AR:M 

Audit Liaisons: Chief Counsel CC 

Chief Human Capital Officer OS:HC 

Appendix IV 
Fair Tax Coiiection Practices Provisions 

To ensure equitable treatment among debt collectors in the public and private sectors, the Internal 

im 

Revenue Service (IRS) Restructuring and Reform Act of 1 998 requires the IRS to comply with 

£121 
certain provisions of the Fair Debt Collection Practices Act. Specifically, the IRS may not 
communicate with taxpayers in connection with the collection of any unpaid tax: 

• At unusual or inconvenient times. 

• If the IRS knows that the taxpayer has obtained representation from a person authorized to 
practice before the IRS, and the IRS knows or can easily obtain the representative's name 
and address. 

• At the taxpayer's place of employment, if the IRS knows or has reason to know that such 
communication is prohibited. 

Further, the IRS may not harass, oppress, or abuse any person in connection with any tax 
collection activity or engage in any activity that would naturally lead to harassment, oppression, 
or abuse. Such conduct specifically includes, but is not limited to: 

• Use or threat of violence or harm. 
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• Use of obscene or profane language. 

• Causing a telephone to ring continuously with harassing intent. 

• Placement of telephone calls without meaningful disclosure of the caller's identity. 



Ill 

26 U.S.C.§ 6304 (2004). 

121 

Pub. L. No. 105-206, 1 12 Stat. 685 (codified as amended in scattered sections of 2 U.S.C., 5 U.S.C. app., 
16 U.S.C., 19 U.S.C, 22 U.S.C, 23 U.S.C, 26 U.S.C, 31 U.S.C, 38 U.S.C, and 49 U.S.C). 

01 

15 U.S.C. §§ 1601 note, 1692-1692o (2000). The IRS has traditionally referred to the Fan Tax Collection 

Practices violations under 26 U.S.C. § 6304 as "Fair Debt Collection Practices Act" violations. 

HI 

Pub. L. No. 105-206, 112 Stat. 685 (codified as amended in scattered sections of 2 U.S.C, 5 U.S.C app., 16 U.S. 

C, 19 U.S.C, 22 U.S.C, 23 U.S.C, 26 U.S.C, 31 U.S.C, 38 U.S.C, and 49 U.S.C). 

£51 

26 U.S.C. § 6304 (2004). 

£61 

15 U.S.C. §§ 1601 note, 1692-1692o (2000). 

121 

This included cases opened after July 22, 1998, and closed during the period January 1 through December 31, 

2005. 

181 

26 U.S.C §6304 (2004). 

121 

The Office of Workforce Relations' ALERTS generally tracks employee behavior that may warrant IRS 

management aclministrative actions. 

urn 

15 U.S.C. §§ 1601 note, 1692-1692o (2000). 

The Counsel Automated System Environment is an Office of Chief Counsel inventory control system that tracks 
items such as taxpayer civil actions or bankruptcies. 
£12J 

Pub. L. No. 105-206, 1 12 Stat. 685 (codified as amended in scattered sections of 2 U.S.C, 5 U.S.C app., 16 U.S. 
C, 19 U.S.C, 22 U.S.C, 23 U.S.C, 26 U.S.C, 31 U.S.C, 38 U.S.C, and 49 U.S.C). 

£131 

15 U.S.C §§ 1601 note, 1 692- 1692o (2000). 
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[4830-01-u] 

DEPARTMENT OF THE TREASURY 
Internal Revenue Service 
26 CFR Part 301 

[Reg-251502-96] 
RIN 1545-AU68 

Civil Cause of Action for Certain Unauthorized Collection Actions 
AGENCY: Internal Revenue Service (IRS), Treasury. 
ACTION: Notice of proposed rulemaking. 

SUMMARY: This document contains proposed regulations relating to 
civil causes of action for damages caused by unlawful collection 
actions of officers and employees of the Internal Revenue Service 

(IRS) . The proposed regulations reflect amendments made by the 
Taxpayer Bill of Rights 2. The proposed regulations affect all 
taxpayers who file civil actions for damages caused by unlawful 
collection actions of officers or employees of the IRS. 
DATES: Written comments and requests for a public hearing must 
be received by March 31, 1998. 

ADDRESSES: Send submissions to: CC : DOM : CORP : R (Reg-251502-96), 
room 5226, Internal Revenue Service, POB 7604, Ben Franklin 
Station, Washington, DC 20044. Submissions may be hand delivered 
between the hours of 8 a.m. and 5 p.m. to: CC : DOM : CORP : R (Reg- 
251502-96) , Courier's Desk, Internal Revenue Service, 1111 
Constitution Avenue NW. , Washington DC. Alternatively, taxpayers 
may submit comments electronically via the Internet by selecting 
the "Tax Regs" option on the IRS Home Page, or by submitting 
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comments directly to the IRS Internet site at 

http : //www . irs . ustreas . gov/prod/tax_regs/comments . html . 

FOR FURTHER INFORMATION CONTACT: Kevin B. Connelly, (202) 622- 

3640 (not a toll-free number) . 

SUPPLEMENTARY INFORMATION: 

Background 

This document contains proposed amendments to the Procedure 
and Administration Regulations (26 CFR part 301) relating to 
civil actions for damages caused by 

of officers or employees of the IRS. The Taxpayer Bill of Rights 
2 (TBOR2), Public Law 104-168, 110 Stat. 1465 (1996), amended 
section 7433 of the Internal Revenue Code of 1986 (Code) by 
raising the cap on the amount a taxpayer may be awarded for 
damages caused by unlawful collection actions from $100,000 to 
$1,000,000. 



The proposed regulations reflect these 

changes . 

Explanation of Provision 

Section 801 of TBOR2 amended section 7433 (a) of the Code by 
increasing from $100,000 to $1,000,000 the cap on the amount of 
damages that a taxpayer may recover in Federal district court 
from the United States for damages caused by any unauthorized 
collection actions of an officer or employee of the IRS occurring 
after July 30, 1996. 



In actions filed prior 
to the enactment of TBOR2, the failure to exhaust administrative 
remedies was a jurisdictional bar to an action. The proposed 
regulations reflect the changes made by TBOR 2. 

The regulations that are being amended bv these proposed 
regulations currently provide that administrative remedies shall 
be considered exhausted on the earlier of: (1) the date the 
decision is rendered bv the IRS on an adm inistrative claim for 
damages filed in accordance with the manner and form set forth in 
"the regulations: or (2) the date six months aft er the date an 
administrative claim is filed in accordance with the manner and 
form set forth in the regulations. 26 CFR §3 01. 7433-1 (d) . An 
exception to this rule is provided with respect to civil actions 
filed in federal district court prior to J uly 31, 1996. Under 
this exception, if an administrative claim is filed during the 
last six months of the period of limitations for filing a civil 
action for damages under section 7433 of the Code, administ rative 
remedies shall be considered exhausted on the date the 
administrative claim is filed. 

Without the exception, if a 
taxpayer filed an administrative claim during the last six months 
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of the period of limitations and the IRS did not consider the 
claim before the limitations period expired, the taxpayer 
automatically would have been barred from filing suit. These 
provisions still apply to actions that were filed on or before 
July 30, 1996, the enactment date of TBOR2 . 



Since 
the enactment of TBOR2, the failure to exhaust administrative 
remedies is just one factor the court may consider in determining 
whether to reduce an award of damages. Pursuant to the notice of 
proposed rulemaking, if a taxpayer waits until the last six 
months of the period of limitations to file an administrative 
claim, the IRS does not reach a determination before the 
limitations period expires, and the taxpayer files a timely 
action under section 7433, the court may consider the facts and 
circumstances of the case and decide what effect the late filing 
of the claim should have on the amount of damages awarded. 

The proposed manner and form for filing an administrative 
claim for damages remain the same as those set forth in the 
current regulations at 26 CFR 301 . 7433-1 (e) (1) and (2). The 
claim must be sent in writing to the district director (marked 
for the attention of the Chief, Special Procedures Function) of 
the district in which the taxpayer resides. The claim must 
include: (1) the name, current address, current home and work 
telephone numbers and any convenient times to be contacted, and 
taxpayer identification number of the taxpayer making the claim; 
(2) the grounds, in reasonable detail, for the claim (include 
copies of any available substantiating documentation or 
correspondence with the Internal Revenue Service); (3) a 
description of the injuries incurred by the taxpayer filing the 
claim (include copies of any available substantiating 
documentation or evidence); (4) the dollar amount of the claim, 
including any damages that have not yet been incurred but which 
are reasonably foreseeable (include copies of any available 
substantiating documentation or evidence); and (5) the signature 
of the taxpayer or duly authorized representative. 

The notice of proposed rulemaking does not have a new 
effective date paragraph because amended paragraphs (a) , (d) , and 
(e) set forth the effective dates of the new statutory provisions 
as well as the statutory provisions they are replacing. 
Special Analyses 

It has been determined that this notice of proposed 
rulemaking is not a significant regulatory action as defined in 
EO 12866. Therefore, a regulatory assessment is not required. 
It also has been determined that section 553 (b) of the 
Administrative Procedure Act (5 U.S.C. chapter 5) does not apply 
to these regulations, and because the regulation does not impose 
a collection of information on small entities, the Regulatory 
Flexibility Act (5 U.S.C. chapter 6) does not apply. Pursuant to 
section 7805(f) of the Internal Revenue Code, this notice of 
proposed rulemaking will be submitted to the Chief Counsel for 
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Advocacy of the Small Business Administration for comment on its 

impact on small business. 

Comments and Requests for a Public Hearing 

Before these proposed regulations are adopted as final 
regulations, consideration will be given to any written comments 
that are submitted timely (a signed original and eight (8) 
copies) to the IRS. All comments will be available for public 
inspection and copying. A public hearing may be scheduled if 
requested in writing by a person that timely submits written 
comments. If a public hearing is scheduled, notice of the date, 
time, and place for the hearing will be published in the Federal 
Register. 
Drafting Information 

The principal author of these regulations is Kevin B. 
Connelly, Office of Assistant Chief Counsel (General Litigation) 
CC:EL:GL, IRS. However, other personnel from the IRS and 
Treasury Department participated in their development. 
List of Subjects in 26 CFR Part 3 01 

Employment taxes, Estate taxes, Excise taxes, Gift taxes, 
Income taxes, Penalties, Reporting and recordingkeeping 
requirements . 
Proposed Amendments to the Regulations 

Accordingly, 26 CFR part 3 01 is proposed to be amended as 
follows : 
PART 3 01- -PROCEDURE AND ADMINISTRATION 

Paragraph 1. The authority citation for part 301 continues 
to read in part as follows: 

Authority: 26 U.S.C. 7805 * * * 

Par. 2. In §301.7433-1, paragraphs (a), (d) , (e) , and (f) 
are revised to read as follows: 

§301.7433 Civil cause of action for certain unauthorized 
collection actions. 

(a) In general. If, in connection with the collection of a 
federal tax with respect to a taxpayer, an officer or an employee 
of the Internal Revenue Service recklessly or intentionally 
disregards any provision of the Internal Revenue Code or any 
regulation promulgated under the Internal Revenue Code, such 
taxpayer may bring a civil action for damages against the United 
States in federal district court. The taxpayer has a duty to 
mitigate damages. The total amount of damages recoverable is the 
lesser of $1,000,000 ($100,000 if the act giving rise to damages 
occurred before July 31, 1996) or the sum of-- 

(1) The actual, direct economic damages sustained as a 
proximate result of the reckless or intentional actions of the 
officer or employee; and 

(2) Costs of the action. 
***** 

(d) Exhaustion of administrative remedies in suits brought 
prior to July 31, 1996--(1) General. With respect to civil 
actions filed in federal district court prior to July 31, 1996, 
no action may be maintained before the exhaustion of 
administrative remedies. Administrative remedies are exhausted 
on the earlier of the following dates- - 

(i) The date the decision is rendered on an administrative 
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claim filed in accordance with paragraph (f) of this section; or 

(ii) The date six months after the date an administrative 
claim is filed in accordance with paragraph (f) of this section. 

(2) Exception. If an administrative claim is filed in 
accordance with paragraph (f) of this section during the last six 
months of the period of limitations described in paragraph (g) of 
this section, the taxpayer may file an action in federal district 
court any time after the administrative ^ claim is filed and before 
the expiration of the period of limitations. 

(3) No action in federal district court for any sum in 
excess of the dollar amount sought in the administrative claim. 
With respect to civil actions filed in federal district court 
prior to July 31 , 1996, no action may be instituted for any sum 
in excess of the amount (already incurred and estimated) of the 
administrative claim filed under paragraph (f) of this section, 
except where the increased amount is based upon newly discovered 
evidence not reasonably discoverable at the time the 
administrative claim was filed, or upon allegation and proof of 
intervening facts relating to the amount of the claim. 

(e) Exhaustion of administrative remedies in suits brought 
after July 30, 1996--(1) General. With respect to civil actions 
filed in federal district court after July 30, 1996, the amount 
of damages awarded under paragraph (a) of this section may be 
reduced if the court determines that the taxpayer has not 
exhausted the administrative remedies available within the 
Internal Revenue Service. 

(2) Administrative remedies exhausted. Administrative 
remedies shall be considered exhausted on the earlier of-- 

(i) The date the decision is rendered on a claim filed in 
accordance with paragraph (f) of this section; or 

(ii) The date six months after the date an administrative 
claim is filed in accordance with paragraph (f) of this section. 

(f) Procedures for an administrative claim-- (1) Manner . An 
administrative claim for damages shall be sent in writing to the 
district director (marked for the attention of the Chief, Special 
Procedures Function) of the district in which the taxpayer 
resides . 

(2) Form. The administrative claim shall include- - 

(i) The name, current address, current home and work 
telephone numbers and any convenient times to be contacted, and 
taxpayer identification number of the taxpayer making the claim; 

(ii) The grounds, in reasonable detail, for the claim 
(include copies of any available substantiating documentation or 
correspondence with the Internal Revenue Service) ; 

(iii) A description of the injuries incurred by the taxpayer 
filing the claim (include copies of any available substantiating 
documentation or evidence) ; 

(iv) The dollar amount of the claim, including any damages 
that have not yet been incurred but which are reasonably 
foreseeable (include copies of any available substantiating 
documentation or evidence) ; and 

(v) The signature of the taxpayer or the taxpayer's duly 
authorized representative as defined in paragraph (f) (3) of this 
section. 
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(3) Duly authorized representative. For purposes of 
paragraph (f ) (2) (v) of this section, a duly authorized 
representative is any attorney, certified public accountant, 
enrolled actuary, or any other person permitted to represent the 
taxpayer before the Internal Revenue Service who is not disbarred 
or suspended from practice before the Internal Revenue Service 
and who has a written power of attorney executed by the taxpayer. 



***** 



Michael P. Dolan 
Deputy Commissioner of Internal Revenue 



